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Construction Materials 


Demand for American-Marietta construction 
materials is keyed to the growing requirements for 
new highways, bridges, water, sewer and drainage 
facilities—and the continuing rise in public, com- 
mercial and industrial building. 


Developed and engineered to provide the utmost in 
efficiency and dependability for architects and con- 


tractors, A-M’s diversified construction materials 
have contributed to improved quality standards in 
all phases of construction. 


With an emphasis on economy, builders everywhere 
welcome American-Marietta’s ability to maintain 
prompt delivery schedules through its strategically 
located plants, mills and quarries. 


The startling dimensions of America’s economic growth and expanding 
markets have been projected in a special report, “The Years Ahead: 1960 To 
1975.” The significant conclusions of this professional study have far-reaching 
implications for every thoughtful executive. You are invited to send for a copy. 
Address Department YA, American-Marietta Company, Chicago 1], Illinois. 
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Whenever we 
lose 4 customer— 


It kills us. 
It doesn’t happen often, but when it 
does we want to know why. 


So we ask, and we get a lot of answers. 
Some are perfectly understandable —the 
customer has moved to a town where we 
don’t have an office, or he has a close 
friend who works for another broker— 
but some replies require a little digging 
beneath the surface. 

And when we probe, we sometimes 
discover the real reason is that the cus- 
tomer is disappointed because he didn’t 
make more money on his investments or 
maybe even had a loss. If he had only 
bought Stock A instead of Stock B! If he 
had only sold Stock C instead of Stock D! 

In a situation like that it’s probably 
natural enough for the customer to blame 
us, but the fact remains that neither we 
nor any other broker can ever guarantee 
what’s going to happen to any stock. 
Over the years, prices of most well-known 
stocks have increased substantially, and 
the owners of those stocks have made 
money. Nevertheless, the ever-present 
factor of risk makes it impossible to 
promise a profit to any individual stock- 
owner at any specific time. In short, there 
aren’t any “sure things” in the market. 

Nevertheless, some investments are 
surer than others, and here—in this area 
of picking stocks with comparatively 
brighter prospects— we're willing to put 
the record of our Research Department 
right on the line. Over the years, we 
don’t know anyone who has done a better 
job in evaluating the thousands of dif- 
ferent securities that are traded in the 
market every day, and that’s why we 
consider the two million dollars a year 
we put into Research money well spent. 

If you would like Research’s judgment 
about your holdings—a judgment backed 
not by guarantee but an impressive 
record of results—it’s yours for the ask- 
ing. Just write a letter about your situa- 
tion, defining your investment objective 
and listing your holdings, and we will 
send you without any obligation a de- 
tailed appraisal of your portfolio. 





Just address your letter to— 


Joseru C. QUINN 


Merrill Lynch, 


Pierce, Fenner & Smith 


PORATE C 


Members New York Stock Exc/ inge 
and all other Principal Exchanges 


70 PINE STREET, NEW YORK 5, N. Y. 


132 offices in U. S., Canada and abroad 
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NATIONAL STEEL 





Each year, the midwest metalworking area 
sends out a multi-billion-dollar flow of 
fabricated metal products—an almost inde- 
scribable variety of industrial and consumer 
goods. Historically, this area has used and 
shipped more steel than it has produced. 


National Steel is pushing to completion for 
our newest division, Midwest Steel Corpora- 
tion, an ultra-modern steel-finishing plant 
on the Indiana shore of Lake Michigan. 
Located near Chicago, this new plant is in 
the heart of the great and fast-growing 





midwest steel consuming area. And we are 
equipping it to set new standards of quality. 


Early in 1961 this plant will start producing 
galvanized steel and will soon follow with 
electrolytic tin plate and hot-rolled and 
cold-rolled sheets and strip. Initial yearly 
capacity will be 750,000 tons. 


So with the new Midwest Steel plant 
augmenting the production of our Weirton 
Steel division in Weirton, West Virginia and 
our Great Lakes Steel division in Detroit, 





we'll have three strategically located up-to- 
the-minute plants serving the metalworking 
heart of the nation. 


Better equipped than ever to supply first- 
quality steels in quantity and deliver them 
economically where they’re needed, we'll be 
in a better position than ever to grow with 
the growing midwest metalworking area. 


This STEELMARK of the American o * 
steel industry tells you a product is 
steel-made, steel-modern and Ssteel- 
strong. Look for it when you buy. 





NATIONAL STEEL CORPORATION, GRANT BUILDING, PITTSBURGH, PA. Major divisions: Great Lakes Steel Corporation » Weirton Stee! Company 
Midwest Steel Corporation « Stran-Steel Corporation « Enamelstrip Corporation « The Hanna Furnace Corporation « National Steel Products Company 
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The Trend of Events 


THE DONKEY AND THE ELEPHANT .. . Now that the 
cin and spectacular performance of the campaign 
has subsided, and Senator John F. Kennedy has won 
the election by only the barest plurality, we feel 
there is considerably less reason for apprehension 
than would have been certain if he had swept the 
country, as many of the professionals had forecast. 

It seems most likely that President-Elect John F. 
Kennedy will have to adjust his viewpoint regarding 
many of his expressed objectives because of the 
opposition that is bound to come from the West and 
the South to his radical plans. 

This was made clear as the election tallies showed 
up the tightness of the race, so that Mr. Kennedy 
did not know until the afternoon of Wednesday 
whether he had actually won the necessary electoral 
votes or not—after which the market rallied to turn 
a 9 point loss into nearly a 5 point gain at the close. 
Whether this merely expressed a sigh of relief, or 
an indication of inflationary thinking still remains 
to be seen, for deflation rather than inilation is in 
the air at the moment. 

A complete story on the “Significance of the Elec- 
tion,” and interesting specu- 


the fore from behind the scenes in the weeks ahead. 
Already, the claim that Kennedy would have con- 
trol of Congress, a high point of campaign oratory, 
is proving to be a fallacy. In fact, the election truce 
has already started to blow up in the face of the 
dissension among the Democrats which has broken 
out in New York City between the Liberals, headed 
by Mrs. Roosevelt and Governor Lehman, against 
the machine rule of Carmine DeSapio and Michael 
H. Prendergast, with Mayor Wagner claiming that 
he, and no one else, is the titular head of the Demo- 
cratic Party in New York. And rumblings of dis- 
satisfaction are being heard from other parts of the 
country as to who contributed most to the victory 
and who should get the “political plums.” 

And there is another cloud on the horizon—for 
the possibility that JKF may lose the popular vote 
lends an air of uncertainty to the outcome, especially 
since it is reported that 1,000,000 absentee votes are 
still to be tallied. And, since a great proportion of 
these votes would be coming from Republican army 
and diplomatic personnel, it could change the results 
in states with narrow margins of victory—and even 

affect the final electoral votes. 








lation on the men most likely 
to be chosen for the cabinet 


Altogether, the situation is 


We call the attention to the reader to tied up with the unusual 


and other posts as awards for 
services rendered, has been 
specially written for this issue 
by Stewart Hensley, top po- 
litical-economic analyst, and 
will help us to evaluate the 
character and philosophy of 
the appointees. 

But much will be coming to 





our Trend Forecaster, which appears as even the forces of de=-tiny 


a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and business men. To keep 
abreast of the forces that may shape 
tomorrow’s markets, don’t miss this 
regular feature. 








may be taking a hand. For, 
when you think that Richard 
Nixon’s answer to an advert- 
isement in a newspaper 
launched him on his career as 
Senator, a step that finally 
led him to the Vice Presi- 
dency, any new stroke of for- 











BUSINESS, FINANCIAL and INVESTMENT COUNSELLORS: 1907 — “Our 53rd Year of Service” — 


f 


1960 





NOVEMBER 19, 1960 


215 








tune that might come to him would not be surpris- 
ing. Besides, the fact that the new Congressional 
set-up seems made to order for him, causes me 
to keep my fingers crossed until the last vote is 
recorded. 

But seriously, the absentee ballots in seven states 
could conceivably change the total electoral votes, 
although it appears doubtful at the moment. These 
states, subject to a law in which the final dates are 
set for counting their absentee ballots, include: 
California, November 14th—North Dakota, Novem- 
ber 28th—Pennsylvania, November 18th—Rhode 
Island, December 5th—W ashington, November 23rd 
(and in the case of Missouri and Nebraska the 
period has just expired and the results will soon be 
announced). 

There is the possibility too that the recount in 


Hawaii may lead to a demand for a recount in other 
areas, particularly in states having large electoral 


votes. In fact, such a movement has already ben 
started. 
Altogether, most of us have never seen an elect! n 


like this in our lifetime. Anything can happen— s- 
pecially if Vice President Nixon should roll up a 
good-sized majority in the popular poll—for it is 
generally recognized that the Electoral College is 
out-dated and outmoded—and, under such circu:- 
stances, common sense might prevail. For in a Den o- 
cracy it is the people who must decide the electic n, 
not 269 men in the Electoral College. 

Or the possibility exists that President-Elect Ke 1- 
nedy might find a way out of the dilemma posed jy 
his narrow margin in the popular vote, through tie 
setting up of a coalition (Please turn to page 26.) 








By Jack Bame 


A FREE MARKET IN THE U.S.A.? 
INSTEAD — WHY NOT CANCEL ARCHAIC GOLD RESERVE BACKING? 


& To establish the fact that we went off gold in 1933 
& Add flexibility to our monetary policy 


HE 
November 1960, in an article reviewing the sub- 
sided but not forgotten October gold frenzy in Lon- 


First National City Bank monthly letter of 


don’s gold market, dropped a “feeler’’ into financial 
circles. The widely-quoted letter dealt with two pro- 
vocative problems in the following paragraphs: 

“It has been against U.S. policy to sell gold in 
free markets and to meet speculative or hoarding 
demands for the metal. Yet the practical fact is that 
the fiare-up, and all the associated excitement, would 
not have occurred if some holder with a sizable stock 
had offered some tens of millions on the London 
market.... The broad question arises as to whether 
the United States Government should not permit the 
opening of a free gold market, paralleling those in 
European financial centers, or at least soberly re- 
consider whether the policy of ignoring free gold 
markets, adopted a quarter century ago, is appro- 
priate and realistic.” 

The first question brought up here is the implied 
criticism of United States official inaction concern- 
ing intervention in the London gold market when 
the price of gold jumped to over $40 per ounce. The 
opinions of many bankers here, and of many leading 
monetary and financial writers and experts, both in 
New York and Europe, especially in London and in 
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Zurich, are very critical of the lack of action by the 
American monetary authorities. 

They explain that with the sale of a relatively 
small amount of gold, its price would never have 
soared to such heights, and the ensuing—and per- 
haps lasting—increased distrust of the dollar and 
the growing gold losses (the U.S. stock is now al 
most down to $18 billion, as much as $175 million 
leaving in one day) would not have reached such an 
extent. They further argue that the new demand for 
gold and movement out of dollars is not just specu 
lative, but is based upon a widespread and genuine 
distrust of the dollar. 

Opposing views look at the problem from anothe) 
angle, that of the unnecessary depletion of official! 
reserves for the benefit of private speculators and 
hoarders. If the Bank of England (and the U.S 
Treasury, indirectly) refuses to supply more gold 
in London to satisfy private demand not of a “legiti- 
mate monetary nature,” it has to allow the gold 
price to fluctuate according to the intensity of de- 
mand in relation to supply, under the operations of 
a free gold market. But the latter, in the sense that 
it exists in London, was not organized, and re- 
opened in 1954 for the puryose of catering to specu- 
lative interests. Thus, the two points of view are in 
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sharp contrast and only time will tell which side 
was right. 

However, it does seem evident that the London 
demand has remained steady. The price is hover- 
ing around the $36 per ounce level, and it is likely 
that the Bank of England and the U.S. are now 
upplying the market with sufficient quantities of 
rold to hold the price at its present quotation. 

(his brings us to the second point—the possibility 
of a New York free gold market and/or the U.S. 
pclicy of “ignoring” free gold markets. 

The nature of free gold markets varies rather 
w dely according to the individual center involved, 
as to purpose, national and popular factors, location 
aid central bank relations to gold trading. 

The Hongkong or Paris markets, for instance, are 
fa’ different from that of London. The latter’s fa- 
ci ities are available only for non-residents of the 
Sterling area, while residents in many other gold 
ce iters, such as Paris, are permitted to deal in gold 
in practically the same manner as any other com- 
m odity. 

The market in England was originally developed 
nit to provide facilities for a gold-minded populace 
bit to maintain a relative international stability of 
the currency in relation to gold or the “gold points.” 
London’s present gold market does not seek the 
s}eculative trade and the Bank of England is re- 
luctant to meet such demand. It rather views the 
ni ture of its gold trading facilities as an activity 
stpplemental to other central bank operations and 
with the aim of keeping price movements within 
nirrow ranges. From 1954 until the October gold 
rush, these limits had been $34.92 and $35.16. When 
the price rocketed sharply in October, the London 
market actually temporarily ceased to serve its true 
purpose, as official central banks and treasuries 
were not buyers at the unusually high prices, since 
gold could be purchased from the U.S. at $35.0875. 
Central banks were likewise not engaging in gold 
market arbitraging for profit purposes. 

Only the U.S. is under the obligation to buy and 
sell gold to foreign governments, central banks, offi- 
cial agencies and international institutions at a fixed 
price, while other leading free world nations buy and 
sell gold to prevent excessive fluctuations in the in- 
ternational values of their monetary units. 

Obviously, the opening of a so-called free gold 
market here would serve no really useful purpose. 





NOVEMBER 19, 


The continuing of the gold outflow, now of worri- 
some proportions, will not be solved by anything 
less than sizable corrections in our balance of pay- 
ments deficit, effected through cooperation between 
the U.S. and our allies. 


Our Archaic Gold Reserve Requirement 

The gold exodus also spotlights the archaic nature 
of our 25° reserve requirement against banknotes 
in circulation and member bank deposits at the Fed- 
eral Reserve, a practice which has gradually dis- 
appeared from the legislation books in many free 
countries. This percentage can be reduced and 
eventually abolished, in addition to the prior and 
extensive possibilities of reducing bank reserve 
requirements. 

Therefore, it seems that our present legal obliga- 
tion to provide gold to foreign central banks and 
official organizations, and not to private buyers, can 
be sustained for some time by cutting these domestic 
reserve ratios if necessary, thus gaining needed time 
to correct imbalances in our payments framework. 
Our monetary policy would most probably be direct- 
ed more intelligently and to better ends by official 
bodies than if left to the actions of individual traders, 
who do not often have altruistic aims. 

In any event, something will have to be done, 
either to postpone any drastic immediate and harm- 
ful actions which could be provoked by a continued 
large-scale gold outflow and/or to get down to basic 
remedial measures to reduce our payments im- 
balances. 

It seems odd that many of the proponents of free 
gold markets subsequently argue tor the greatest 
degree of government interventions in them, to re- 
act to and offset sharp changes in private demand, 
but shy away from any possible positive administra- 
tive changes in existing gold or reserve requirement 
regulation. 

Let’s not be blind to change, but let’s not overlook 
the chances for adjustments within our present 
monetary framework before proceeding to more 
fundamental revisions. Concerning the latter, the 
best possibilities are not, I believe, crystallized in the 
form of a free gold market here, but rather in a 
direction away from an emphasis on gold as the basis 
for controlling monetary policies and activities. END 


The New (Old) Frontier 
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What’s Ahead For The Market Now 


Following a brief dip on Wednesday, the day after Election, the market upswing from the 
late-October low was extended, mainly on short covering, as traders sought to reappraise 
the significance of the Kennedy victory. It is too early to determine whether the inflationary 
aspects of easing money and the expected rise in Federal spending will be of dominant in- 
fluence toward higher security prices, for the business recession and shrinkage in corporate 
profits cannot be ignored. While some further trading-range recovery is possible, basis for 
broad advance is not apparent. A realistic, carefully selective investment policy remains ad- 


visable. 


By A. T. MILLER 


SELLING of stocks after the Kennedy vic- 
tory was not heavy and was mostly concentrated in 
a two-hour period during the first post-election trad- 
ing day. It was followed by a sharp rebound, taking 
the industrial average to the best level since mid- 
September, with gains scaled down moderately in 
last week’s final session. Performance after further 


MEASURING MARKET SUPPORT 


“THE MARKET IS A TUG-OF-WAR...CONSTANTLY SHIFTING SUPPLY & DEMAND 
PRODUCES THE FLUCTUATIONS” THE MAGAZINE OF WALL STREET 1909 


SUPPLY OF STOCKS 


As Indicated by Transactions 
at Declining Prices 


DEMAND FOR 
As Indicated by Transactions 
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and cooler second thought will be more indicative of 
the market’s near-term potentials. 

veasons for the spurt—nearly 27 points for tue 
average between poorest November 9 and best No- 
vember 10 levels—are mixed and, as usual at a tiie 
of excitement, debatable. Relief from election un- 
certainty was one; the prospect of rising Govern- 
ment spending and some revival of Wall 
Street inflation talk was another. Con- 
trasting with the latter, many peoyle 
saw encouragement in the narrowness 
of the Kennedy victory, regarding it as 
falling far short of a public mandate for 
radical “New Frontier” policies. 





The Present Position 


Whatever the reasons, the fact is that 
the market began this upswing well be- 
fore the election, from an October 25 
low, and that about three-quarter’s of 
the industrial average’s net gain to date 
of 42.56 points from that low had been 
seen prior to the election. 

So far the average has merely widen- 
ed its recent 5% pre-election range to 
about 7.5%. Rails remain far down in 
their depressed range, only some 5% 
10 above the 1959-1960 low recorded late 
in September. Utilities stand appreci- 
ably under the post-war top seen on 
September 6, also a little under their 
mid-October rally level. 

It is encouraging that industrials 
have decisively penetrated supposed re- 
sistance around the 600 level and estab- 
lished a presumptive “intermediate” 
recovery trend by rising materially 
above the October 14 minor-rally top 
There is basis for increased hope—but 
of course, no certainty—that the previ 
ous low wili hold on any later tests 
Meanwhile, it will take more zig-zag 
probing to suggest anything better thar 
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a trading-range recovery. 
The average is still about 
33 points under the inter- 
mediate recovery high 


TREND INDICATORS 


YEARLY RANGE 1951-1999 





reached in August and thus 
no great distance above the 
mid-way mark of the range 
subsequently marked out. 


implications Of Narrow 
Election 


*olitical prognostication 
is not the function of this 
aricle. Suffice it to note . 
brefly, because of the +, he—¥ 
beiring on investment and 
business sentiment, that 
election by a popular-vote 
m:rgin of less than three- 
ter ths of 1% as indicated 
at this writing, is hardly 
ca culated to make Kenne- 
dy “a second Roosevelt” 
abe to get fast action on a 
bundle of “must” legisla- 
ticn from a rubber-stamp 
Ccngress. 
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seats in the House. Appar- 
ently the coalition of con- 
servative southern Demo- 
crats and northern Republicans will continue able 
to block or modify controversial legislation. Appar- 
ently the election has not enhanced the political or 
economic power of the national labor union bosses. 
Finally, it seems assured that the Federal Reserve 
Board’s independence of the White House will be 
maintained. 

As a result, the business community is neither 
elated nor disturbed. It will get on with “business as 
usual’, without change in previous thinking on com- 
mitments for new plant and equipment or policy 
with respect to inventories. 

It is problematical how rapidly and how much 
Government spending will rise under Kennedy, al- 
though a spender in the White House is less likely 
to meet Congressional opposition on money bills, 
especially with a recession in progress, than on 
other matters of policy. In any event, time will be 
required to reverse the recession, which most ob- 
servers expect will continue at least through the 
1961 first half. 

The current news is not good. Unemployment is 
rising and figures to reach disturbing proportions 
during the approaching winter. Output of paper- 
board, a good indicator of the immediate direction 
of business, is at a four-month low. While retail 
automobile sales have made a satisfactory autumn 
showing, dealers’ car stocks are too high and the 
industry is cutting back production. Steel activity 
is at a new low for the year (excluding a couple of 
earlier holiday weeks). 
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With unsold finished goods now an increasing 
portion of inventories, business buying remains on 
a hand-to-mouth basis so far as possible. Total retail 


trade continues in mild downtrend from last 
Spring’s peak level. Regardless of easing credit, 
medium-term potentials for housing activity are re- 
stricted by reduced demand and increased supply. 
In the case of rental dwellings the third-quarter 
vacancy rate was a record 7.6%. While public build- 
ing will rise, private commercial and industrial 
building will follow capital outlays downward. 
New Bull Market? 

We note some opinion, partly based on 1957-1958 
experience. that this may be a new bull market. It is 
true that the market’s October, 1957, low came about 
six months in advance of the low point in business. 
But there are differences now. Stocks are more ade- 
quately, if not, excessively, priced. Valuation of the 
industrial average at the October low was around 
16.5 times likely 1960 earnings and is now around 
18 times, compared with 12 at the 1957 low and 14.5 
at the July, 1957, triple top. There are similar differ- 
ences in the ratio of stock yields to bond yields. 

Perhaps more important, it seems questionable 
that the next business recovery will be a boom— 
especially for profits. There is too much capacity, 
too much competition, too much saturation of con- 
sumer demand for durable goods. The alternative 
to major advance or fall could be a broad trading- 
range market for some time, requiring special em- 
phasis on selectivity.—Monday, November 14. 
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SIGNIFICANCE 


By STEWART HENSLEY 


Political debts the President-Elect will have 
to consider in making appointments — with 
speculation on those who will make up his 
cabinet and other important posts 

Face-to-face with realities and the sobering 
experience of wrestling with the budget — 
will President Kennedy modify the campaign 
promises of Candidate Kennedy? 


OHN F. KENNEDY will enter the White House 
J next January a much-mortgaged young man— 
in the political sense. Some of the creditors are 
going to make strange bedfellows. 

Of course, every President is mortgaged to some 
extent by the commitments he must make to various 
pressure groups during the campaign. Dwight Ei- 
senhower was one of the few without a heavy bur- 
den of political debts. His tremendous personal 
popularity enabled him to win without making spe- 
cific commitments to opposing factions. 

Kennedy’s obligations to various supporters are 
all the heavier because of the razor thin margin by 
which he won the office. Any one of the groups 
which supported him can rightly claim—and un- 
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of the ELECTION 


> What of his pledges on foreign affairs — on 
Castro—and Khrushchev, who is already 
prodding for a Summit Meeting before Ken- 
nedy gets his bearings? 

> A round-up of the campaign and what it told 
us about Kennedy’s character and qualifica- 
tions — and what we can expect 


doubtedly will—that without its support he would 
not have won. This makes the political debts mor« 
uncomfortable. 

The possible effect of the religious issue in the 
campaign now can be disregarded so far as con- 
cerns the payment of obligations. Any debts stem- 
ming from that issue are uncollectible anyway. 

Basically, Kennedy owes his election primarily to 
the big cities and the South. Lyndon Johnson’s suc- 
cess in holding most of the South in line and deliv- 
ering his own state of Texas to the Kennedy column 
was a big factor when the chips were down. 

It will be interesting to see how Kennedy handles 
the problems posed by this situation. How far can 
he go in disciplining the South to please organized 
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labor, the ADA, and the negroes of the North and 
West. All of these were major factors in his victory. 

‘he new President must carry out his promises 
of “liberal” action on civil rights, medical care for 
the aged, federal aid to education and the like. He 
must convert into a legislative program these and 
ot} er elements of the Democratic platform which 
ar’ distasteful—to put it mildly—to many of the 
Scatherners who voted for him. 

‘an he do this without alienating the South and 
re reating in Congress the Republican-Southern 
D.mocrat coalition which has proved so trouble- 
scne to the dominant liberal wing of the Demo- 
er itic Party? 

if he can, it probably will be through the skill 
ai d political acumen of Johnson. If he does not suc- 
ceed in holding the Southerners, he is going to have 
to find some compensating support elsewhere before 
1°64, when he is sure to bid for re-election. 

If Kennedy finds Southern influence on the House 
Rules Committee a roadblock to his legislative pro- 
g)am—as he may—his only course will be to try to 
ci rb its powers or se- 





personal government compilation of financial hopes 
and fears. 

> Kennedy cannot renege on expensive promises 
to secure the enactment of social measures. He has 
to act immediately to aid depressed areas—a major 
issue in his campaign. He is committed to higher 
defense expenditures. 

> Candidate Kennedy said extra costs of his pro- 
gram could be met by general stimulation of the 
economy with a resultant increase in the volume ot 
revenue produced by taxes—with no increase in tax 
rates. 

> When President Kennedy comes to grip with 
this problem, he will have to deal more specifically 
with what it takes to increase production and raise 
the general level of economic activity. 

He is apt to find—and he probably knows this— 
that this can be accomplished only if the business 
and financial communities get some incentives. The 
economy of the country is at the mercy of factors 
which cannot be appeased by anything Kennedy has 
suggested yet. 

Unless there is some 
improvement in busi- 





cure a change in its 


p-rsonnel. This. will 
nean war with the 


Southern element. 

The split personal- 
ivy which afflicts the 
Iemocratic Party on 
many issues is one 
fictor in a_ general 
situation which may 
force Kennedy to be 
a somewhat less “lib- 
eral” President than 
the campaign might 
have indicated. 

The moderating in- 
fluence is wider — it 
extends beyond the 
Democratic Party. 
Kennedy’s extremely 
narrow margin of vic- 
tory certainly gives 
him no mandate under 
which he can assume 
license to sweep ahead on drastic programs without 
considering the views of the opposition. As many 
Americans voted AGAINST him as FOR him. A 
wise President will take this into account in formu- 
lating and pushing domestic and foreign programs. 





President Kennedy vs. Candidate Kennedy 


Kennedy is a vigorous and determined man, con- 
vinced that he has the answers to some of the 
problems besetting his country. His regime—par- 
ticularly in the early days—may produce some dra- 
matic new efforts to make American policy more 
effective at home and abroad. He may decide to risk 
some elements of his support if he believes he can 
achieve objectives which will redound to his general 
credit. 

& However, on balance, the factors which must 
be considered indicate that President Kennedy will 
be somewhat more conservative than Candidate 
Kennedy. 

> Wrestling with the Budget is a sobering ex- 
perience for any President. The massive document 
becomes a personal responsibility instead of an im- 
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President Elect John F. Kennedy and his running-mate Lyndon B. Johnson. 


ness conditions by 
mid-January, Kennedy 
must take swift action 
to spur economic ac- 
tivity. 


Immediate Action the 
Essential Ingredient 
There has been con- 

siderable speculation 
that the early days of 
the Kennedy adminis- 
tration may resemble 
the first 100 days of 
Franklin D. Roosevelt 
in terms of action and 
excitement. The ag- 
gressive nature of the 
new Chief Executive 
lends some support to 
such speculation. He 
has spoken himself of 
the necessity of ham- 
mering out dynamic new policies while, at the same 
time, trying to deal with the snarls left by old 
problems. 

@ He will have the advantage of working with a 
Congress in which his party controls both Houses 
by strong majorities. 

@ But the complexity of the foreign and domestic 
problems with which he must deal will probably 
tend to hold down the spectacular approach. 

His Selections—Kennedy’s early announcement 
that he intends to keep Allen Dulles as Director of 
the Central Intelligence Agency and J. Edgar Hoover 
as head of the Federal Bureau of Investigation made 
it clear that he has no intention of kicking over any 
sacred cows just for the sheer political exhuberance 
of it. 

@ Kennedy’s selection of former Harvard Law 
School dean James M. Landis to undertake a prompt 
study of government regulatory agencies reflected 
the businesslike view that these bureaus are going 
to play an ever more important role as the fields they 
supervise become more intricate. Kennedy said he 
wants Landis to determine how the agencies can 
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function more efficiently. 

This move appeared, on its face, to be one to secure 
more efficient regulation rather than an extension of 
government control. 


The Changeover 


The speed with which President Eisenhower of- 
fered to make arrangements to ease the transition 
from his to Kennedy’s administration and the 
alacrity with which the latter accepted the offer 
showed that both men realized the peril there might 
be in any hiatus at this time. 

Kennedy’s selection of Clark Clifford to work out 
transition liaison looks like a good move. The for- 
mer aide to Harry Truman has vast knowledge of 
the actual machinery of the White House and should 
be able to set up the operation with minimum 
fumbling. 

Speculation concerning Kennedy’s cabinet ap- 
pointments usually begins with guessing about the 
new Secretary of State. Among those mentioned 
prominently are former Ambassador to India, Ches- 
ter Bowles, who has served as a foreign affairs 
adviser to Kennedy, and Adlai Stevenson, who also 
has performed some work of that nature. Former 
Ambassador to France and Germany David Bruce, 
a Democrat and career foreign service officer, is 
prominently mentioned, as are two senators, Wil- 
liam Fulbright of Arkansas and Mike Mansfield of 
Montana. 

Stevenson’s claim for kindness at the hands of 
Kennedy has become stronger since the election re- 
sults disclosed that Stevenson’s supporters heeded 
his pleas to support Kennedy. But most politicians 
rule Stevenson out as Secretary of State because he 
fought Kennedy down to the wire in the nominating 
convention. The assumption in Washington is that 
Stevenson will receive a prize ambassadorship, prob- 
ably Ambassador to the United Nations. There he 
could utilize his popularity with the Asians and 
Africans who are playing an ever larger role in the 
World organization’s deliberations. 

Bowles, who has been conferring privately with 
Secretary of State Christian A. Herter in recent 
weeks, is considered the front runner for the post. 
But some wise politicians believe that Kennedy’s 
final choice may be someone whose name has not 
even entered the speculation. 

There is a strong feeling that the new Presi- 
dent will want to keep very firm control on his for- 
eign policy and may select as Secretary of State 
someone who is not already identified with specific 
schools of thought on international affairs—a good 
operational chief for the State Department rather 
than a “thinker.” 

Among those being mentioned as possible choices 
for Secretary of the Treasury are Jesse W. Tapp, 
Chairman of the Bank of America in San Francisco; 
and George W. Mitchell, vice president of the Fed- 
eral Reserve Bank in Chicago. 

There have been recurrent rumors that Kennedy 
might select a Republican, Undersecretary of State 
Douglas Dillon, as Treasury Secretary. Kennedy is 
known to have high regard for Dillon’s capabilities. 

However, most politicians think it would be most 
difficult for Kennedy to name to a top cabinet post 
a Republican who contributed heavily to Vice Presi- 
dent Richard M. Nixon’s campaign in the belief he 
would be Secretary of State if the Republicans won. 

Speculation as to Kennedy’s possible choice for 
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Defense Secretary revolves around several top Dem- 
ocrats with previous experience in this field. They 
are: Thomas K. Finletter, former Air Force Secre- 
tary; Dan Kimball, former Navy Secretary; Frank 
Pace, former Air Force Secretary; and Missouri 
Senator Stuart Symington, another former Air 
Force Secretary. 

Gov. Luther Hodges of North Carolina is consid- 
ered a possibility for Secretary of Commerce. e 
headed the businessmen’s committee for Kennedy 
during the campaign. 

G. Mennen Williams, outgoing governor of Mic ii- 
gan, is believed to be a possible Kennedy choice {or 
Secretary of Health, Education and Welfare. 

Some politicians think Gov. Abe Ribicoff of Ccn- 
necticut will get the Attorney General’s post. 

Three Midwest governors are mentioned in talk 
about the next Secretary of Agriculture. They ave 
Herschel Loveless of Iowa, Orville Freeman of Mi1- 
nesota and Gaylord Nelson of Wisconsin. 

Speculation on the next Secretary of Labor rang >s 
from a political figure such as Mayor Robert Waz- 
ner of New York City to Harvard Law Professor 
Archibald Cox. Arthur J. Goldberg, special couns=! 
for AFL-CIO, is considered a possibility. 

Gov. Stephen L. R. MecNichols of Colorado is in 
the running for the post of Secretary of Interior. 


A Look at the Likely Foreign Policy 


In the field of foreign policy, Kennedy’s first 
problem involves translating the generalized theories 
of his campaign into specific plans to deal with 
individual situations. 

He made much of the inability of the Eisenhower 
Administration to effectively hold back the Com- 
munist tide of economic and ideological penetration 
in Africa and Latin America. But he offered no spe- 
cific cures. 

His approach was to promise that the Unite: 
States would identify itself more closely with the 
aspirations of the people of these areas but he di 
not say how he proposed to do this—aside from 
some references to the need for more propaganda 
broadcasts in Spanish. 

When asked about the problem of Cuban Premier 
Fidel Castro, Kennedy’s response was that the 
United States must conduct itself in the rest of 
Latin America in such a manner as to prevent the 
spread of “Castroism” elsewhere in the Hemisphere. 
Beginning Jan. 20 he will have to deal specifically 
with the day-to-day provocations from Cuba. 


Meeting Russian Pressures 


Soviet Premier Nikita Khrushchev has made it 
clear that he is not going to give the new adminis- 
tration any time to get well set before he unleashes 
a new diplomatic offensive against the West on 
Berlin and Germany. He has told British and West 
German leaders that the allies must quit red-encir- 
cled West Berlin by May 1, leaving it to the tender 
mercies of the Communists. And he has said that he 
will renew early in the year his demands for sepa- 
rate peace treaties with the two parts of divided 
Germany—peace pacts on Communist terms. 

In his cable to Kennedy congratulating him on 
his election Khrushchev began angling for a Sum- 
mit Conference. Kennedy has said that he will not 
go to one unless advance preparation at lower levels 
insures its success in advance. Eisenhower said the 
same thing at one time (Please turn to page 262) 
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A SOUND APPROACH TO 
1960 THIRD QUARTER REPORTS 


by WARD GATES 


ORPORATE profits declined moderately in the 

third quarter from the levels attained three 
months earlier, but on the aggregate they were 
above the same period of a year ago. As always, 
however, the total picture is not nearly as interest- 
ing or significant as the varying performances 
among industries and the divergent trends within 
each group. 

Variations among different industries, and the 
reasons for the performances of special groups, 
provide important keys to an understanding of the 
picture. Total earnings, for example, are higher 
than a year ago, but if the steel and metal indus- 
tries are removed from the calculation because of 
their unrepresentative comparisons with a strike- 
bound period a year ago, the pattern of earnings 
changes radically. 

In fact, the only improvements in earnings that 
can be laid directly to better business was among 
the utilities, grocery chains, food producers, finance 
companies and the theatre operators. All other in- 
dustries that showed improvement did so for special 
reasons. 

The betterment in steel company earnings, as well 
1960 
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as for metal and mining companies, has alread) 
been mentioned and requires no deep analysis. In 
simplest terms, there were practically no earnings 
in these groups last year because of strike condi- 
tions. The oil industry, still beset with many diffi- 
culties, has been reporting better results, but in the 
main the cause can be traced to smaller exploration 
and capital expenses rather than to improvements 
in business conditions. And finally, although total! 
earnings are up for the oifice equipment makers, 
almost the entire improvement can be traced to the 
earnings of two or three companies in the field. All 
the others failed to keep up with a year ago. 

As was pointed out in the first part of this report, 
however, the weakening earnings picture cannot be 
offered as proof that the nation is headed into a 
depression, or that American industry has lost its 
dynamism. 


Reasons For Decline in Earnings 


For one thing, the profit margin squeeze is not 
a new development. We have been calling attention 
to the constant attrition of profit margins for 
several years now. But higher reported earnings 
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have, until now, disguised the trend for most unin- 
formed investors. Therefore, it is only now, when 
earnings have declined modestly, that the profit 
margin squeeze is being noticed by most observers 
and receiving its first recognition. 

In actual fact, however. profit margins have been 
on the downgrade since 1955, although a brief up- 
swing lasted for two quarters at the end of the 
1957-1958 recession. The reasons for the squeeze 
are varied, but not all are necessarily bad. 

First, profits are being assaulted by the ever-in- 
creasing cost of labor at a time when adequate, or 
even excess capacity, in many industries is keeping 
a lid on prices. 

Second, industry misjudged its capacity needs in 
the short run, so that over-capacity threatens to 
exist for a longer period of time than had been 
anticipated. The result is that buyers are under no 
urgency to rebuild their stocks and in the process 
to help stabilize the price structure. 

And lastly—and possibly most important—is the 
fact that much of the profit margin squeeze is arti- 
ficial, because one of the most rapidly increasing cost 
items is depreciation charged otf against the newly 
created facilities. 

The significance of this cannot be overstated. 
What has happened is that industry’s binge of capi- 
tal spending, combined with the newer methods of 
accelerating depreciation charges, has created an 
enormous expense item on corporate income state- 
ments that reduces reported profits but nevertheless 
allows enormous cash earnings to flow into the com- 
pany coffers. In effect, corporate profits today are 
being understood as never before—and this process 
will continue until the capital spending boom drops 
to much lower levels. 

Large depreciation charges, while they exist, rep- 
resents another rigid cost item—and it is rigid costs 
that account for the wide swings in corporate earn- 
ings despite relatively minor fluctuations in actual 
business conditions. And so far, this has been only 
a minor dip in business activity. 

Proof of that can be seen in the near-record level 
of consumer spending, which in the last analysis is 
the most important economic indicator. For the 
goods people buy is the end result of all business 
activity in a free economy. 

Analyzing Third Quarter Reports 

Within this framework, third quarter earnings 
can be analyzed in perspective. For once we realize 
the overall economic forces that are affecting all 
corporate earnings, the individual differences be- 
come more significant. 

Auto industry provides a good starting point, first 
because of its enormous importance, and second, 
because it is the best indicator of the reverberating 
effects of last year’s steel strike. General Motors. 
for example reported a radical 34% drop in earnings 
in the third quarter despite only a 6% drop in sales. 
The picture is not, however, as dark as it looks. 

A year ago GM turned out cars as rapidly as it 
could in the third quarter, hoping to build up year- 
end inventories before steel inventories ran dry. As 
a result earnings that should have appeared in the 
fourth quarter were moved forward into the third. 
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This year, exactly the opposite will happen. With 
steel supplies back to normal, and a return to regular 
scheduling, GM’s fourth quarter production will run 
well ahead of last year. Octuber, as a matter of fact, 
has already witnessed a 30% increase in car output 
over a year ago. 

Thus, GM’s earnings were artificially high in las: 
year’s third quarter, making this year’s look ab- 
normally low. Much of the difference will wash ox 
in a comparison of the second half in both years. 

Nevertheless, it must be pointed out that G)’s 
profit margins are lower than a year ago for oth2r 
reasons, as well. In the main, this is because of te 
heavy concentration on compact cars this year whi h 
bring lower prices but a less than proportiona e 
reduction in costs. In this respect, GM is in the san e 
boat as all the other car makers except Americ: n 
Motors. 

Chrysler, for example, is also heavily engaged ‘n 
compacts. The results in profit margins do not sho v 
in the third quarter, however, because Chrysler 
operated at a loss in last year’s period due to its ow1 
labor difficulties, in addition to the steel strike. This 
year, operations yielded a small, 15¢ per share profi’, 
but even that is no indication of how well the com- 
pany is doing. 

It is essential to remember that the third quarte- 
lacks much significance all through the auto indus 
try. because it is model change-over time—a period 
of normal slowdown and even shutdown for severa 
weeks, while tools, dies and other plant facilities are 
changed. An accurate picture of the entire auto in 
dustry cannot be visualized until year-end state 
ments begin to appear sometime in February, 1961 
For the moment, however, we can take heart from 
the high level of sales the industry is currentl) 
enjoying. 

If the auto industry’s picture is distorted by last 
year’s steel strike, the steel industry figures are 
simplified. Steel earnings must be better, because 
operation at even 50% of capacity reaps more re- 
wards than a complete shutdown, as was the case 
a year ago. 

What is most significant about the steel industry, 
however, is the fact that almost all important pro- 
ducers were in the black for the quarter, a very 
creditable accomplishment at the low operating rate 
mentioned. 

U.S. Steel, in fact, averaged only 47% of capacity 
during the period; yet it earned enough to cover its 
75¢ dividend requirements. Comparison with last 
years deficit is meaningless. What is important is 
that despite a drop in the operating rate from near 
100% in the first quarter to under 50% in the third, 
Steel was able te maintain a coverage of its divi- 
dends in each quarter. 

One of the reasons for the low market appraisal 
for steel companies in the past was the volatility of 
their dividend coverage. Obviously, that situation is 
changing. 

National Steel covered its 75¢ dividend by an even 
wider margin than did U.S. Steel. Net earnings came 
to $1.06 per share against 36¢ a year ago and $1.27 
in the second quarter. The company was only par- 
tially affected by the steel strike last year and was 
one of the few to operate in the black at that time. 
This time, its better than average performance can 
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Quarterly Income Comparison of Industrial Companies 
ae oe ee ——————— ; alee 
3rd Quarter 1960 2nd Quarter 1960 Ist Quarter 1960 3rd Quarter 1959 
| Net Net Net Net Net Net Net Net Net Net Net Net 
Sales Profit Per Sales Profit Per Sales Profit Per Sales Profit Per 
(Mil.)— Margin Share (Mil.— Margin Share —(Mil.) Margin Share (Mil.) Margin Share 
| Air Reduction .............. . $50.5 7.4% $ .95 $51.6 7.3% $ .97 $53.2 7.7% $1.06 $ 49.2 7.3% $ .93 
| Allis-Chalmers Mfg. .............. 126.7 9 13 156.3 3.2 55 126.4 2.2 .28 166.6 6.0 13 
Aluminum Co. of Amer. ....... 214.5 4.0 .37 221.8 4.0 .40 221.1 5.7 56 281.1 5.7 56 
| American Can .................. 320.9 44 78 271.1 4.0 -66 219.2 2.8 35 362.7 5.1 1.14 
American Cyanamid : 136.8 6.2 .40 145.4 8.1 -56 159.7 10.3 78 144.5 8.8 61 
American Steel Foundry .. 28.1 6.6 .64 33.1 7.1 81 31.5 6.4 69 29.8 7.4 76 
American Tobacco .......... 322.6 5.2 1.24 308.4 5.1 1.15 275.0 4.8 98 303.6 5.9 1.31 
American Viscose .............. 48.4 1.0 WW 53.3 3.2 .36 54.8 3.6 4} 58.5 5.7 66 
Babcock & Wilcox ............ 70.4 5.7 66 76.5 5.5 69 78.4 6.3 81 68.6 3.7 Al 
Bethlehem Steel ..................... 502.9 2.4 24 569.0 5.2 .62 655.8 7.9 1.10 198.6 489 
Borden Co. ...... ee 3.0 74 241.4 3.2 .80 230.0 2.3 55 241.6 2.9 72 
Brunswick Corp. ........ 150.0 12.7 2.29 77.0 8.3 78 50.8 4.5 .28 108.5 11.5 1.72 
Celanese Corp. of Amer. 64.5 7.0 46 70.7 7.3 55 66.7 7.2 50 65.7 8.1 57 
Chrysler Corp. .............. : . 634.1 2 5 825.7 1.5 1.45 925.8 1.1 1.25 432.9 47.9 
Clark Equipment ........... 47.1 3.1 31 55.1 3.5 .40 52.8 3.9 .44 56.4 6.4 77 
Colgate Palmolive ................. 155.5 3.9 73 151.7 3.6 .66 144.6 3.0 .50 148.2 4.7 86 
Continental Can a 334.2 3.1 84 289.3 3.2 75 240.9 1.5 .30 364.0 4.7 1.40 
Corn Products .. tabi 177.6 5.2 85 176.1 5.4 .88 165.3 5.2 .80 178.5 42 69 
Crown Zellerbach ———— 7.2 73 143.5 7.7 78 132.2 6.9 .64 135.6 7.1 .68 
Cutler Hammer . or 28.2 4.2 78 29.4 4.5 87 25.9 6.2 1.04 28.8 6.1 1.15 
Diamond Alkali inant 35.5 8.0 .98 38.5 9.1 1.20 38.5 9.1 1.20 36.5 8.5 1.08 
ee son 53.0 2.1 .23 75.3 3.4 54 79.9 5.9 99 67.5 5.3 75 
General American Transport 60.7 7.5 .82 62.3 8.3 .94 62.3 8.1 -92 49.1 8.5 ae 
General Motors ...... iow 2,201.0 4.4 .30 3,450.8 8.3 1.01 3,657.9 8.8 1.14 2,345.4 5.7 47 
Georgia - Pacific Corp .... 62.0 5.7 .61 56.2 8.6 87 46.1 7.7 .63 50.7 8.5 81 q 
Goodrich (B. F.) ............... 183.7 3.2 .66 203.0 44 1.01 200.7 4.0 1.01 195.1 47 1.02 
| Eee N.A. N.A. 82 N.A. N.A. 74 N.A. N.A. .82 N.A. N.A. J7 | 
Johns-Manville .................. 99.6 8.5 .90 99.5 8.9 1.04 74.8 6.2 55 101.9 8.2 1.01 
Joh & Johnson ........ o 78.1 6.4 .85 74.9 5.0 .63 79.2 5.3 71 79.4 6.3 85 
Kennecott Copper ......... = 131.3 15.4 1.82 132.2 18.5 2.21 117.3 15.5 1.65 10.6 15.5 99 
Lehigh Portland Cement ...... 30.3 10.5 72 28.4 11.2 76 14.0 45 15 33.4 12.3 .96 
SO I IIL: scinesnchbvesntvicsncacons 36.2 3.3 .63 39.8 3.6 78 38.1 3.7 75 37.9 3.1 62 
IEE PRD ncctsccsisscnnncvainanens 122.4 5.6 1.03 126.9 $.§ 1.04 113.6 4.1 .84 132.5 5.9 1.03 
Cf orem 12.6 65 55.6 13.2 68 55.7 13.3 69 56.1 14.4 75 
National Biscuit .............. . 110.6 5.9 95 111.3 6.1 1.01 111.7 6.0 99 107.1 5.5 86 
National Cash Reg. ........ 110.0 4.1 58 108.3 3.8 52 97.4 3.5 43 104.2 4.2 .50 
| National Lead ....................... 131.3 9.3 1.00 137.3 9.6 1.08 132.5 9.1 99 131.9 9.2 1.00 | 
National Steel ...................... 163.4 4.9 1.06 174.4 5.4 1.27 219.8 8.0 2.35 128.4 2.2 .36 
Olin Mathieson Chem. ........... 179.4 4.3 58 185.1 5.4 76 163.1 5.2 64 182.4 5.0 69 
Owens-Corning Fiberglas ... 55.5 6.6 55 55.5 7.0 58 51.8 77 .60 55.2 7.7 64 
Owens Illinois Glass .......... 151.5 5.7 1.08 148.6 6.8 1.28 130.5 6.0 .%6 159.4 7.9 1.66 
Pfizer (Chas.) ................. .. 201.6 9.3 1.13 68.1 8.5 35 68.7 10.3 43 185.6 9.2 1.05 
mE 4.4 1.48 130.0 4.3 1.47 118.4 3.7 1.13 129.3 4.1 1.38 
Phillips Petroleum ................. 299.2 9.0 79 301.6 8.6 76 301.4 8.5 75 284.4 8.5 .70 
Pittsburgh Plate Glass .......... 158.2 7.9 1.23 165.7 7.1 1.34 158.2 7.6 1.20 166.3 8.4 1.39 
Procter & Gamble ................. NA NLA. 1.57 NA. NA. 1.01 NA. NAA. 1.15 NA. NA. 1.42 
RSE eee eee ene 96.9 2.9 .63 115.2 3.1 78 110.8 3.0 72 105.6 2.6 .63 
ee ee 22.4 14.2 77 20.4 6.1 29 22.2 12.1 65 23.9 17.2 1.01 
Smith Kline & French Labor. 36.2 17.4 43 37.1 16.9 43 35.7 16.4 40 34.7 20.0 48 
Standard Brands ................... 129.6 3.2 .62 131.9 3.0 59 135.2 3.2 .64 130.5 2.8 54 
Standard Oil of New Jersey 2,275.0 8.1 85 2,105.0 6.8 67 2,212.0 7.6 79 2,240.0 7.2 75 
Stauffer Chemicol ................. 56.7 8.6 53 61.1 9.4 63 53.2 9.4 55 59.3 9.4 61 
EE ee N.A. N.A. 1.68 N.A. N.A. 1.32 N.A. N.A. 1.61 N.A. N.A. 1.63 
Texas Instruments ................. 54.0 6.6 91 59.8 6.6 1.01 56.2 6.9 99 46.7 7.6 89 
Thompson Ramo Wooldridge 94.8 19 55 107.5 2.4 82 111.6 2.1 73 101.7 1.7 54 
Wy i III -sncconceesebsrenecsconne 76.0 14.0 1.31 72.0 14.4 1.28 61.0 13.4 1.00 87.1 15.2 1.64 
ne . 229.4 3.0 99 256.0 3.3 1.26 254.1 3.9 1.51 234.3 3.2 1.09 
8) as 6.6 85 1,002.3 7.1 1.38 1,187.5 9.8 1.97 368.3 8.4 
| d—Deficit. N.A.--Not available. 
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be traced to heavy production of automotive steels 
at a time when auto production ran at high levels. 

Other major steel companies, while operating in 
the black, were not as fortunate as U.S. and National 
Steel. Bethlehem Steel reported earnings of 24¢ a 
share for the quarter, far below the 60¢ dividend 
requirement. The dividend was declared, however, 
and the company expressed optimism about covering 
its requirements for the full year. 

Third quarter earnings were also adversely affect- 
ed by larger than usual maintenance costs, as well 
as a strike in the shipbuilding industry. Since Beth- 
lehem is both a major shipbuilder and an important 
supplier of steel to the industry, the impact was 
particularly hard. 

Nevertheless, a series of misfortunes of this kind 
have been taking a constant toll on Bethlehem’s 
earnings for some time now, reducing dividend 
coverage to the barest minimum. Consequently, pay- 
ments must be considered in jeopardy unless a 
strong change for the better occurs in the near 
future. 


Profits Flow From Oil 


The oil industry is another that did better in the 
third quarter than most groups. Standard Oil of N.J. 
earned 85¢ per share compared with 75¢ in the same 
period a year ago, and raised its nine months results 
to $2.31 from $2.22. Sales were moderately higher 
around the world, although the full improvement 
was in products rather than crude. Hence, the sus- 
picion still exists that most of the increase in earn- 
ings for the nine months stems from lower capital 
expenditures, and especially from reduced explora- 
tion outlays. As a matter of fact the decline on these 
items to $643 million from $658 million a year ago 
accounts for most of the dollar improvement in nine 
months net income. 

Nevertheless, it is also true that the troubles be- 
setting the industry have led to cost reduction 
actions which have improved profit margins. Texaco, 
a notably efficient producer among the international 
companies, offers further proof of this. The company 
admits that prices were weak, except for a brief 
period during the summer, but attributes its better 
earnings to stringent control of costs. Earnings were 
$1.68 per share compared wih $1.63 last year and 
only $1.32 in the second quarter of 1960. Moreover, 
Texaco’s increased efficiency is demonstrated by the 
fact that earnings rose despite higher exploration 
and capital outlays in the first nine months. 

The best commentary on Texaco’s efficiency, of 
course, is that the stock did not participate in the 
sharp decline that hit most of the group. Morever, 
it has managed to improve its earnings with greater 
consistency than any of the other major companies. 

Among the more prominent domestic companies, 
Phillips Petroleum also scored a modest advance to 
79¢ per share from 70¢ a year ago. Significantly, the 
better position of the domestic producers is illus- 
trated by Phillips’ ability to turn in better earnings 
in each of the 1960 quarters. The company shows 
signs of remaining on the upgrade. 


Major Company Reports 
The pattern reported in the first installment of 


226 


this report, of better results for companies closest 
to the consumer, is evident from the full returns. 
Corn Products, as a matter of fact, suffered a slight 
decline in sales but nevertheless scored a healthy 
improvement in earnings to 85¢ from 69¢ per share 
a year ago. An important factor in the company’s 
improvement is its rapid growth abroad, spurred by 
the acquisition of Best Foods almost two years ago. 

Paradoxically, Coleate-Palmolive, which saw its 
earnings decline to 73¢ from 86¢ last year, can la» 
much of the blame on its overseas operation whicl , 
although excellent, failed to grow this year. In the 
past. declines at home were usually offset by ac 
vances abroad, But this year, earnings at home we! 
affected bv the success of competitive tooth paste 
such as Gleam and Crest, while operations abroa 
were held back by new competition and the simpk 
fact that growth abroad has slowed down. 

Despite the occasional exception, such as Colgate 
the picture for the consumer goods companies is ex 
cellent. National Biscuit increased its sales modestly 
but widened its profit margins again, to 5.9% fron 
5.5%, and raised its earnings to 95¢ per share from 
86¢ a year earlier. 

Borden’s failed to raise its sales in the quarter, 
but a more profitable product mix raised earnings 
to 74¢ from 72¢ last year. Recently, Borden’s indi- 
cated that it will continue its policy of concentrating 
on more profitable items by announcing a new pro- 
duct competitive with Mead Johnson’s highly suc- 
cessful Metrecal dietary product. 

Drug companies, however, continued to show 
evidence of decline in profit margins despite the 
high level of consumer spending. Smith Kline & 
French raised its sales to $36.2 million from $34.7 
million in the same quarter of last year, but profit 
margins slipped and earnings declined to 43¢ per 
share from 48¢. Merck suffered a decline both in 
sales and in earnings. Net income came to 65¢ per 
share against 75¢ a year earlier. Schering endured 
an even sharper drop, as sales slipped only mod- 
erately, but net fell sharply to 77¢ a share from 
$1.01 last year. 

Thus, the new product problems of the drug com- 
panies are brought into sharp focus. Not only are 
development and promotional costs high, but the 
other companies are able to invade the new fields 
almost immediately, cutting down the advantages 
gained from discoveries. Only Pfizer among the 
major ethical producers, with a long record of 
efficient operations, was able to improve. Earnings 
climbed to $1.13 from $1.05 a year earlier. 


Wide Swings in Heavy Industry 


Away from the consumer, the profits picture is 
one of less cheerful comparisons. The copper com- 
panies are an exception because of their strike 
period last year, but otherwise the pattern is highly 
consistent. Among the coppers, however, Kennecott 
is a standout. The company has a long standing 
reputation as the most efficient domestic producer, 
and proved it in the quarter just ended. Earnings 
rose to $1.82 compared with 99¢ last year. More 
importantly, nine months earnings virtually assure 
ample coverage for the $5.00 dividend. This is a real 
feat in a period of reduced copper prices and gen- 
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erally unstable conditions in the industry. 

Aleoa, among the aluminum producers will earn its 
dividend with room to spare, but the coverage is not 
nearly as good as Kennecott’s. Moreover, Alcoa’s 
high price in relation to its dividend makes the 
stock particularly vulnerable, while Kennecott looks 
‘elatively more attractive. 

Sales of aluminum dropped about 2% for Alcoa in 
the quarter but earnings fell over 30%, and this was 
despite the fact that the company reported much 
smaller than usual tax liabilities. Earnings came to 
37¢ per share compared to 56¢ a year ago, and nine 
months profits equalled $1.33 compared with $1.88 
last year. The reason for the smaller tax accruals is 
not clear, but probably reflects Alcoa’s belief that 
its foreign sales will receive more favorable tax 
treatment. In any event, if taxes were reported 
normally, the decline in net income would have been 
even more severe. 

But aluminum is not the only “growth” industry 
that suffered setbacks. Owens-Corning Fiberelas, a 
leader in new building materials, felt the decline in 
building enough to report 55¢ per share against 64¢ 
a year ago. Sales held up well, but profit margins 
were down. Georgia-Pacific, a pioneer in new uses 
for plywood also suffered its first quarterly decline 
in several years as a result of the poorer building 
picture. The 61¢ per share reported compares with 
81¢ a year ago. 

Texas Instruments managed to score a gain over 
last year, but it was an insignificant 2¢—not nearly 
enough to justify the astronomical price of the 
stock. The disappointing showing stemmed princi- 
pally from a slowdown in defense business—a con- 
dition that should change with the new contracts 
now being awarded. Nevertheless, the trend all year 
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indicates that Texas Instrument’s rate of earnings 
increase has slowed enormously. 

In the chemical industry, earnings results follow 
the pattern established in earlier quarters. Olin- 
Mathieson again fell behind last year, earning 58¢ 
compared with 69¢. Diamond Alkali slipped Jess, but 
nevertheless experienced a drop to 98¢ from $1.08 
in last year’s third quarter. 


Grounds for Optimism 


Third quarter earnings declined for most groups 
but there are signs of betterment ahead for many. 
In the chemical industry, for example, Dow showed 
in 1959 that earnings can pick up sharply when de- 
preciation charges begin to drop. More of the indus- 
try will be in that position next year. 

More important is the fact that many companies, 
such as U.S. Steel, Kennecott, Dupont, Union Car- 
bide, and other industry leaders are earning their 
dividend even at depressed levels of operations. 
Hence, coverage will be extremely comfortable as 
soon as the present lull in activity ends. 

Another ray of sunshine is the success GE had in 
holding the union in check in the recent unsuccess- 
ful strike. At the same time the West Coast long- 
shoremen finally allowed automation on the docks. 
Other signs suggest that the rising cost of labor 
may be waning. If it is, much of the profit margin 
pressure will be lifted from American corporations. 

Still other indications of a turn for the better may 
be noted. Defense orders are again being placed in 
volume; auto production is running at high levels 
and sales are unexpectedly high; and with each pass- 


ing quarter, the high level of consumer demand 
brings closer and closer the day in which excess 
capacity will disappear. END 
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GAUGING The 





BUSINESS OUTLOOK 


yy By Company Backlogs 
yy New Orders yy and Inventories 


By HOWARD NICHOLSON 


HE combination of conflicting statistics and con- 
trary opinions is understandably confusing to 
the investor trying to determine whether the econo- 
my is in a downtrend and threatening to fall 
further; or whether it is merely in a period of ad- 
justment at a high level and can be expected to re- 
sume before long the upward movement that has 
become so characteristic of American business. 
The statistics are conflicting, and do contribute to 
a confusing cross-current of opinions. Analysts, 
constantly attempting to gauge the future of overall 
business activity, are obliged to rely upon frag- 
mentary data that are largely inadequate to the 
task. The current figures on new housing starts are 
a case in point. After an unexpected upswing in 
August, housing starts plummeted in September to 
a level 17° below the previous month and almost 
30% below the corresponding month a year earlier. 
As a result, many economists predict trouble ahead. 
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But while we make no pretense at clairvoyance, 
we do recall that in recent years the economy has 
continued to advance despite sharp temporary down- 
turns in several vital industries. In 1956 the auto 
industry virtually collapsed after its record year in 
1955. Steel strikes crippled large segments of indus- 
try in 1957 and 1959. The aircraft industry has been 
in a three-year long slump. And for thirteen months 
during 1957-58 inventories were cut back so sharply 
that the entire economy was in a mild recession. 

Despite these setbacks, however, the economy has 
continued to boom, confounding the Cassandras who 
foresaw doom in each sign of slowdown in basic in- 
dustries. 

These pessimists had given insufficient recognition 
to the revolutionary changes in technology that have 
fostered a whole series of new industries. 

In our own appraisals of economic data we have 
placed particularly heavy emphasis on manufac- 
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Order Backlog Trends For Representative Companies _ 
Order Backlogs Net Ist 9 Months 
Latest Sales 1959 1960 Indicated Recent 
Reported 3/31/60 12/31/59 1959 Net Earnings Net Earnings 1960 Price 
Sales Per Sales Per Div 
(Millions) (MiL.) Share (Mil.) Share 
AIRCRAFT 
Bendix Corp. .... $ 468 $ 475 $ — $ 689.7 $504.5! $3.48! $606.0! $3.23! $2.40 59 
Boeing Airplane . 2,000 1,960 2,000 1,612.1 1,160.6 1.06 1,202.2 2.03 1.00 34 
Douglas A'rcraft . 1,154 1,413 - 883.8 658.2- 46.73- 859.0- 5.73- 30 
General Dynamics . 2,655 2,400 2,555 ....1,811.8 804.3" 1.538 979.7% 1.226 1.00 38 
Grumman Aircraft 315 370 260 288.9 199.5 1.21 240.6 2.54 1.50 31 
Lockh2ed Aircraft 1,387 1,100 1,155 1,301.5 939.9 .86 962.3 46.84 26 
7 Mc Donnell Aircraft .............. 365 433 : 435.8 99.153 743 84.1% 745 1.00' 24 
United Aircraft .... 975 1,000 1,000 1,081.0 545.51 2.36% 543.2" 1.46 2.00 37 
ELECTRONICS & INSTRUMENTS 
American Machine & Metals 19 19 18 51.0 25.1% 1.72" 25.9" 1.45" 1.60 34 
Fairchild Camera & Instrum. 35 21 20 43.4 30.3 1.39 49.4 2.39 .50 153 
International Tel, & Tel. 576 565 551 765.6 333.7" 93" 354.4" 92" 1.00 38 
Lear Inc. ..... cee 81 71 87.0 38.5" 44 45.6" 75" 40 16 
Magnavox 99 70 90.6 25.6 53 28.1 72 1.00 40 
MACHINERY 
American Machine & Fdy. 250 160 158 225.4 205.6 1.69 246.0 2.10 1.60 63 
Babcock & Wilcox 288 275 300 332.0 242.9 2.06 225.4 2.15 1.20 32 
Bliss (E. W.) ....ccccce00-. 40 38 36 74.6 52.2 26 62.7 95 14 
nee 8 8 8 15.8 7.46 41.90% 9.0" 4.79% W 
Cincinnati Milling Machine 52 55 47 106.3 47.4° 37° 59.6" Ay” 1.60 32 
Cooper-Bessemer Corp. 22 29 28 66.8 47.0 2.52 50.4 2.24 1.60! 27 
Foster Wheeler ............. 191 193 168 163.6 110.3 7.15 119.7 3.41 40! 27 
RAILWAY EQUIPMENT 
Alco Products ........ 31 34 40 114.5 64.5% 1.138 55.3" 80" .60 13 
American Brake Shoe 37 42 40 168.0 127.7 3.68 123.0 2.21 2.40 36 
New York Air Brake WW 12 12 42.9 31.8 2.35 31.2 1.75 1.60 26 
SHIPBUILDING 
Bath Iron Works ........ 85 100 58.8 31.6" 2.77" 28.9" 2.96" 3.00 47 
Merritt-Chapman & Scott 504 427.0 218.16 92" 179.6% 42.236 9 
New York Shipbuilding 229 233 252 115.9 59.9% 746 61.3% 42.64% 14 
OTHER INDUSTRIES 
Allis-Chalmer Mfg. . 209 248 539.6 387.8 1.69 409.3 % 1.50 22 
American Steel Foundries 25 31 34 112.3 112.3 2.44° 120.1° 2.69” 1.60 28 
Brunswick Corp. 161 275.1 203.6 2.52 278.0 3.35 80 77 
Emerson Electric 54 64 55 91.3 69.5 1.91 76.2 2.22 1.00! 43 
Garrett Corp. 98 102 193.6 50.0" 1.36% 47.6° 28 2.00 53 
Koppers Co. 137 163 240.2 113.76 1.008 147.7" 1.716 2.00 37 
Mc Kee, A. G. 66 44 43 52.2 N.A 1.72 N.A 1.20 1.50 25 
d_ Deficit. !__9 months ended June 30. i Plus stock 
N.A.-Not available. > § months ended August 31. > Year ended Seotember 30 
nce, 1st fiscal quarter ended September 30. © 1st 6 months. 
has - —_—______ a — 
wn- 
uto turers’ sales, new orders and order backlogs because nothing in the picture that justifies some of the 
>in these statistics come closest to measuring the pulse’ direct predictions that have been flung about in re- 
us- of the basic industrial segment of business. Regard- cent weeks. 
pen less of what other statistical series indicate, the real As a matter of fact, a heavy flow of defense con- 
ths intentions and actions of businessmen are reflected tracts in September raised manufacturers’ new 
ply in the orders they place with others for new equip- orders $400 million over the August level and in- 
ment. Once, the sales figures for basic industries creased order backlogs for the first time in several 
las (which represent delivery of yesterday’s orders), months. To be sure, the improvement was largely in 
‘ho when measured against the current flow of new the aircraft industry, but within a relatively short 
in- orders, give an effective indication of the backlog period these new orders must result in additional 
of fat that basic industries have to depend on in lean business for the machinery makers, metal companies 
on periods. and other basic industries as well. 
ve . This is significant, because the machinery makers, 
Economy Stalled — at Very High Level in particular, have maintained relatively high back- 
ve Analysis of these data confirm that the economy logs all through 1960 and can thus absorb a brief 
c- is now stalled at a very high level, but there is slowdown until these new orders materialize. For 
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perspective, 
orders grew very rapidly until last winter, so that 
merely —— backlogs at or near the high 
levels of a year ago is a considerable accomplish- 
ment. Yet  Babeock & Wilcox, which had a backlog 
of $300 million last December still has $288 million 
despite sales that should run above last year’s $332 
million. In other words, Babcock has almost a full 
year’s sales on the books. 

American Machine & Foundry, another heavy 
equipment producer has a backlog of $240 million, 
up from $135 million in December, which is greater 
than all of its sales last year. A similar relationship 
of backlog to sales exists for Foster-Wheeler, with 
bookings of $191 million compared with sales last 
year of $163.6 million. The balance of the machinery 
companies in the table, with the single exception of 
Cooper-Bessemer, all have higher backlogs today 
than at the beginning of the year. 

Unfilled orders for electrical machinery and equip- 
ment are also well above year-end levels. Generating 
equipment orders, as well as equipment for office and 
warehouse automation have continued to climb. Al- 
though Allis Chalmers suffered some drop in its 
position between March and September 1960, most 
of the decline was in farm equipment backlogs. 
The electrical equipment end held up very well. In- 
ternational Telephone & Telegraph has improved its 
unfilled order position considerably since the end of 
1959, with backlogs now standing at $576 million 
compared with $551 on December 31, 1959. American 
Machine & Metals, which now specializes in electrical 
machinery, has a $19 million backlog against $18 
million at year-end, while Lear, Fairchild Camera 
and Magnavox all show substantial improvement 
during 1960. 


Hope For Future Profit Margins 


The high level of order backlogs in these indus- 
tries indicates that the economy is far from para- 
lysis. But it also has important significance for the 
future profit margins of these companies. For when 
backlogs begin to fall off sharply, companies often 
are tempted to reduce their bids and take on new 
business at lower than normal profit margins. With 
their protective cushions at the moment, however, 
most of them are well able to absorb the full impact 
of a current slowdown in economic activity without 
sacrificing profitable operations six months or a year 
in the future. 

Of course, in other industries where the backlog 
situation is less favorable, future profit margins 
may be adversely affected. In the railway equipment 
field, for example, backlogs have receded fairly 
sharply this year. Shipments of freight cars in 
August were typical of the year’s pattern. Manu- 
facturers delivered 2,371 finished cars but received 
orders for only 709 new ones. In dollars, the backlogs 


of all transportation equipment companies were 
down to $14.7 billion from $15.7 billion one year 


earlier. Moreover the most recent trend in new 
orders indicates a further drop as the year pro- 
gresses. 

The overall significance of this decline, however. 
is not as great as appears at first glance. For rail- 
road ordering of new equipment is no longer a sign 
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it should be pointed out that new 


of weakening economic activity, but rather of the 
particularly sad plight of the railroads themselves. 
This is not the place to discuss the reasons for ‘he 
railroads’ problems; it is enough to recognize here 
that the industry has failed to keep up with ‘he 
economic boom of the post-war years and that its 
vontinuing troubles cannot be read as a sign of we:k- 
ness in the economy. 

For the companies providing equipment to ‘he 
carriers, however, the trials of the rail industry vill 
hurt. Aleoa Products has already suffered a 3: % 
lecline in backlog since the beginning of the ycar 
and the trend will probably continue. As the second 
largest producer of locomotives the company is 
suffering from the reduced earnings picture for tie 
roads and the difficulties they are having in financiig 
new equipment. Consequently, not only are curreat 
yperations affected, but future contracts will prob- 
ably call for lower profit margins, in an effort to 
reduce costs to the roads and induce them to spend 
some money replacing onet locomotives. 

American Brake Shoe and New York Air Brake a ‘e 
in a similar fix. New orders have continued at a low 
level, eating substantially into their unfilled order 
positions. As a result, Brake Shoe is now down to a 
$37 million cushion, compared with annual sales of 
$168 million, and New York Airbrake to $11 millicn 
compared to sales of $42 million. Here avain. these 
difficult circumstances, new business will probably 
be written at lower profit margin levels than have 
prevailed in the recent past. 


A Brighter Picture Elsewhere 


The dark plight of the rail equipment makers is 
not, as already suggested, typical of heavy industry, 
aside from the steel makers. Unfortunately, steel 
companies do not release their backlog figures, but 
with operations running at under 55°% of capacity, 
it is obvious that backlogs are not very significant. 

Nevertheless, some companies closely related to 
the steel industry present backlog pictures that are 
far from discouraging. Koppers Co., a major pro- 
ducer of steel mill equipment, for example, has book- 
ings of $137 million compared with $123 million a 
year ago. Heavy shipments this year have cut down 
the even higher unfilled order position that existed 
in March, but the significant factor is that it remains 
higher than a year ago. 

Another important supplier, Blaw-Knox, does not 
appear in the accompanying table because it has not 
released dollar figures. Nevertheless, its backlogs are 
known to be at record levels. This fact is significant, 
since Blaw-Knox’s output is primarily for rolling 
mills—a kind of expenditure the steel mills would 
hardly be making if they were not optimistic about 
the future demand for steel. 


“Solid” Backlogs for Aircraft Manufacturers 


One of the brightest spots is the aircraft industry. 
Figures for this industry also illustrate one particu- 
lar in which current backlog figures must be treated 
with caution. Although backlogs are down in most 
instances the position of the industry is still dis- 
tinctly favorable. 

To appreciate this apparent anomaly we must 
analyze briefly the nature of backlogs as they apply 
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to all industries. In effect, backlogs build up in one 
of several ways. The first, and most obvious, is the 
writing of new orders more rapidly than shipments 
can keep pace. This, of course, is ideal. However, a 
slowdown in shipments, at the request of customers, 
would have the same statistical appearance, and yet 
would be a very much different indicator of business 
ac‘ivity. The electrical equipment makers illustrate 
the first situation at the moment. Earlier in the year, 
Blaw-Knox and other steel mill suppliers illustrated 
the second, the less enthusiastic, type of backlog 
projection. 

For the aircraft industry, the present backlog 
position is “solid”, as the existing surplus of book- 
in vs derives entirely from new orders. A huge inflow 
of orders in the last two years has built up backlogs 
fe: in excess of shipping abilities. At the moment, 
these backlogs are down from their highs, but still 
represent many months, or even several years of 
fil capacity operation. Boeing, for example, has a 
$: billion backlog against shipments last year of $1.6 
b' lion; General Dynamics a $2.6 billion unfilled order 
p sition compared with $1.8 billion in sales last year ; 
McDonnell a backlog fully equal to last year’s sales; 
and Douglas a $1.1 billion cushion compared with 
83 million in sales in 1959. 

In brief, these companies have a long way to go 
‘fore they work off business booked a year to three 
‘ars ago—and yet the government is now in the 
ocess of placing huge new orders. Just the reac- 
vation of the B-70 long range bomber program, 
hich has been announced in the last few days, 
iould be enough to raise backlogs to new highs for 
iany of these companies. But additional contracts 
ill also be forthcoming. 

Hence, the aircraft industry may well be on the 
verge of breaking out of its two year earnings slump. 
The period of uncertainty, in which defense officials 
were torn between missiles and aircraft, seems to 
have ended with a balance between the two. Aircraft 
will continue to be used because of their reliability, 
while research and development of more accurate 
and sure-fire missiles will also be pushed. 
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Machine Tool Industry Illustrates Need for Cautious 
Interpretation of Backlogs 

So far, backlogs for most heavy industries have 
held up well despite the downturn in general business 
activity. The real importance of this picture rests in 
the employment that is assured and the profits that 
will be reaped during a trying period. Investors 
should be aware, however, that backlogs in many 
industries have a potentially evanescent quality— 
and can diminish or disappear with alarming 
rapidity if business conditions turn much worse. 

Some indication of this possibility appeared in 
the September report on new orders for the 
machine tool companies. After a rebound in August, 
new orders, especially for cutting machinery, fell 
hy 8%. Cancellations of orders already on the 
hooks were exceptionally high, aggregating $7,950,- 
000 for all types of tools, against cancellations of 
only $1,600,000 a month earlier. 

The significance of this sharp drop is difficult to 
determine, but explanations other than gloomy 
ones can be found. It is possible, of course, that 
1960 
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orders were cancelled because of bad business. But 
September was also the month of the tool indus- 
try’s big national show. It is conceivable, therefore, 
that many buyers came away so impressed with the 
new machinery exhibited that they went home to 
reappraise their buying needs. The cancelled orders 
for older tools, therefore, may shortly reappear in 


the form of orders for newer and more efficient 
machines. 
In any event, the industry has some leeway. 


Orders on the books, even after the cancellations, 
are equivalent to 4.2 months work for the industry 
as whole. For some individual companies it is even 
higher. Cincinnati Milling Machine Co., one of the 
outstanding companies in the field, has a backlog of 
$52 million, or almost half of last year’s sales of 
$106 million. Bullard, although a much smaller com- 
pany, also has a backlog equal to more than six 
months shipments. 

Nevertheless, investors in heavy industry shares 
should remain aware, that for various reasons, back- 
logs are subject to cancellation—an action that can 
suddenly and radically alter the outlook for com- 
panies in many fields. Of course, cancellations are 
only valid before production has started. Accord- 
ingly, companies like General Electric and Westing- 
house, which include in their backlogs huge generat- 
ing equipment that take two to three years to 
complete, are less vulnerable on this score than com- 
panies with shorter production cycles. 

Aircraft companies, however, along with most 
other major defense industries, are subject to in- 
stant cancellation of most of their backlogs. Hence, 
paying too high a speculative premium for these 
stocks would be foolhardy. 


When Inventory Restocking Does Resume 

A cyclical downturn in economic activity is un- 
doubtedly in progress. Yet a large and important 
segment of American industry is assured of good 
levels of production for many months to come as a 
result of their large unfilled order positions. A major 
recession, of course, could eventually lead to serious 
trouble for these companies. But so far no indica- 
tions exist of anything more serious than an ad- 
justment. Profit margins may decline, but most 
companies will be (Please turn to page 261) 
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KENNEDY majority—both popular and Electoral Col- 
lege—is too small to assure him any measure of 
success in carrying out the Democratic platform 
pledges of last July. His party lost ground in the 
House and remained practically stationary in the 
Senate, indicating a continuation of the conserva- 
tive trend both Houses have displayed over the past 
two years in the face of pressure groups’ insistence 
that government must provide “pie in the sky” for 








WASHINGTON SEES: 


Chaos in foreign relations may exist after next 
Jan. 20 because of the election of Sen. John F. 
Kennedy to the Presidency. This is the view of 
confirmed Democrats as well as impartial Repub- 
licans. The President, by tradition and Constitu- 
tional prerogative, makes the Nation’s foreign 
policy. He sets the pace and appoints the Ambas- 
sadors to carry out his ends. 

What the pace will be is problematical, as are 
the Ambassadors, most of whom will get their 
assignments in ratio to the contributions they have 
made to the campaign. Disturbing to career for- 
eign service personnel, there is the Senator’s 
campaign assertion that he feels we should in- 
tervene in Cuban affairs — not by direct military 
invasion, but by giving material sustenance to 
the forces that wish to overthrow Mr. Castro. It is 
perhaps ideologically correct, but to what extent 
would it dangerously affect our present Latin- 
American relations? Much of the uneasiness stems 
from Mr. Kennedy's earlier off-the-cuff observa- 
tion that a Presidential apology was due Mr. 
Khrushchev following the U-2 spy plane incident. 

On the domestic front, it is feared that Mr. 
Kennedy will give forceful endorsement to the 
ultra liberal Democratic platform written at Los 
Angeles, primarily favoring the forces of organ- 
ized labor as represented by Walter Reuther, head 
of the United Automobile Workers. However, there 
are some indications that he secretly hopes to hit 
a blank wall of Congressional opposition on that 
score. 
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BY “VERITAS” 

all people, all nations. The very closeness of the CO l- 
test should prove conclusively—even to the “New 
Frontiersman’”’—that the country is not yet reacy 
to accept “a bill of goods” to be paid for, either ly 
back-breaking taxation, or by inflationary defic't 
financing. Ranking Capital City politicians of both 
Parties say, in effect, that the only “mandate” M«. 
Kennedy can read into his success is to conduct the 
affairs of the White House with the fiscal respons - 
bility of the present incumbent. 
CONGRESSIONAL checks confront Mr. Kennedy, and 
they are for the welfare of the Nation. He will find 
himself unable to obtain the billions of dollars nec- 
essary to carry out his reckless promises. In the 
Senate, Carl Hayden of Arizona will continue as 
chairman of the powerful Appropriations Commit- 
tee. Conservative Democrats, Senators Harry If 
Byrd and A. Willis Robertson, both of Virginia, 
continue as Chairmen of the Finance and Banking 
and Currency Committees; each has a high regar«( 
for the taxpayer’s dollar. On the House side of 
Capitol Hill, equally thrifty men will Chairman the 
so-called “purse string” Committees—Clarence Can 
non, of Missouri, Appropriations; Brent Spence, of 
Kentucky, Banking and Currency; Wilbur Mills, of 
Arkansas, the tax-writing Ways and Means Com 
mittee. Other Committee Chairmen of both Houses 
have been returned to office. Perhaps most potent of 
the groups is Howard W. Smith, of Virginia, Chair 
man of the House Rules Committee which has virtua! 
life-and-death power over any and all legislation— 
sensible or extravagant; and there is no possibility 
that the incoming Congress will curb that power. 


LABOR’S power was definitely diminished, even 
though their favored candidate enters the White 
House next January 20. Hoffa’s powerful an 
wealthy teamsters union was about the only organi- 
zation in labor’s camp that did not throw its man- 
power and money to the support of the young Boston 
Senator, confident of a landslide win. 

SUMMARY: Official Washington regards the Kennedy 
triumph as personal, not political. He ran on a plat- 
form of waste and extravagance, but failed to get 
the desired mandate to carry it out. 
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Missile Program Far Better Than Realized. This is the report 
from a more than reliable source which states that we have 





initiated 330-odd missile projects since World War II. Some 





have been abandoned in the course of testing and 








experimentation but fact remains we are Somewhere near 








to perfection of 11 intercontinental, five intermediate, 
16 long-range, 13 medium-range, and 27 short—range 





missiles. In addition, we can boast of 16 anti-submarine 





missiles. Also, we are far ahead of the Russians in the 











space field — satellites, space power, new methods of 
guidance and propellants. 








Overlooked by many is fact that Russia has announced 
only her successes in the space-missile race — none of her 
failures. And reliable intelligence sources say the 
failures far outnumber the successes. In the meanwhile, we 
have underway no less than four score secret missile-Space 























‘ projects of which nothing has been publicized. It may add 





» to an explanation of Khrushchev's recent 





atement that missile artillery aid 
omised Cuba was "Symbolic," rather than 
ctual. No less than 700 U. S. contractors 
‘e now engaged in our missile-space 
‘ograms. Both White House and Pentagon are 
otimistic! 
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Small Business Failures Move Upward. Small 
Business Administration, $1.3 billion 
loaned to small business firms — many of 
them new operations — is now facing a bad 
debt expense rate of approximately 2%. 
With this much red ink on its books, SBA 
Swings into frantic, belated studies of the 
economic and competitive "whys and 
wherefores" of small business failures. Some 
of the studies are to be made by SBA forces, 
others by private research organizations. 











State Department and National Security Council 
Planning Foreign Service Academy. Presently in 
the draft stage it perhaps will be unveiled 
by mid-month, to be followed by President 
Eisenhower's approval and inclusion in his 
final message to the Congress. It would be 
patterned somewhat after the present service 
schools — Annapolis, West Point and the Air 
Force Academy — but without the military 
features. Students will "sign up" for eight 
years, four of them at the Academy, four in 
foreign service. It may mark the end of 
political diplomatic appointments within a 
few years. Insiders are agreed that our 
diplomatic—consular—inf ormation 
representatives overseas lack the proper, 
intensive training to their jobs — both in 
foreign relations and foreign languages. 
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It is hoped that the new organization can 
develop high caliber personnel who will 
make careers of the service. 


Polaris Bases to be Globe-Girdling. A Scottish 
ase for Polaris-equipped submarines marked 
he beginning of a program of similar bases 
destined to be virtually world-wide, this 
despite Khrushchev's “rocket-rattling" 
protests. There is a definite trend now 
toward nuclear arms for our NATO allies who 
have not yet developed their own. France 
has developed and tested two, but is a long 
way from anything like a stockpile. 

Also, West Germany's research in the 
thermo-nuclear field has been "amazing," 
according to U. S. experts who predict 
discoveries of the Bonn republic will 
materially reduce weapons production costs. 
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Other Arrests of Russian Spies in the Offing. 
Federal Bureau of Investigation, which 
recently bagged a Russian United Nations 
Staffer and his aide, will shortly close 











connections or diplomatic passports. 








Director J. Edgar Hoover has developed one 


of the greatest domestic counter-espionage 





forces in the world and, there is strong 





bi-partisan Congressional feeling that he 
should even head up the Central Intelligence 
Agency (CIA), now directed by Allen W. 
Dulles, brother of former State Secretary 
John Foster Dulles. 














Bituminous Coal Industry in the “Blues.” Recent 
easing of residual oil imports for the New 








England area may be extended, the coal 
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elements in the troubled baby republic 





interests fear, despite fact that Interior 
Department proposes a Jan. 1 cutback on 
crudes and semi-finished petroleum imports. 





(with undercover backing from Belgian 
nationals) are getting stronger every day. 











Also besetting the coal men is mounting 
fatalities in the mines. In the meanwhile 





United Nations forces there are not too 
effective as military units, possibly could 








"dumping" of natural gas (to industry) at 
low rates is retarding annual coal 
production by as much as 70 million tons, 
the coal men say. The coal group, unhappy 
with Administration's handling of fuels and 
energy problems, plans a wide-spread public 
appeal, pitched to the line that coal is 
our basic energy supply — that further 
hindrance of production would bring a 
national calamity should war come. 



































Electronic Computing Gets Rap From Navy. A 
recently-completed survey of its electronic 
data processing programs, will bring a 
discouraging report to the manufacturers 
of this type of equipment, as well as to 
other Federal agencies now automated in 
their data and accounting operations. 
Eighty-three percent of the automatic 
installations — all expected to reduce 
costs — actually boosted them; personnel 
had to be increased rather than reduced as 
anticipated; complexity of implementing 
the electronic system has been seriously 
underestimated. In summary, Navy will say 
that significant management improvements 
have not materialized to the hoped-for 
extent ; that the situation is presently 
disappointing. 


Loan to Yugoslavia Rates an Interrogation Point. 
Tito's publicly expressed view that he 
would get around $400 million loan from 
the U. S. to stabilize his own currency and 
improve the Balkan nation's foreign 
exchange position seems a surprise to 
Washington circles. We gave the Slav 
dictator considerable support — economic 
and military — in his efforts to completely 
break away from Kremlin dictation, but the 
Khrushchev-Tito "love fests" at the recent 
United Nations meet raise eyebrows on the 
question of the Yugoslav chieftian's 
Sincerity in his desire to continue outside 
the international Communist orbit. 

















Congo Chaos to be of Long Duration. This is 
the considered opinion of Diplomatic sources 
here. Although pro-Russian premier Patrice 
Lumumba is apparently in the acendancy to 
wrest powers from president Joseph Kasavubu 
and army chieftian Col. Joseph Mobutu, 
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not suppress a determined move by KaSavubu 
and Mobutu. At stake are rich copper and 
uranium deposits — eyed hungrily by the 
West and Russia. 











Do We Resume the Suspended Nuclear Tests 0: 
Underground Variety? Defense and Atomic Energy 
Commission officials insist the course be 
taken. Mounting frequency of seismic 
disturbances — far faster than the normal 
number of earthquakes — is convincing 
evidence that some nation is carrying on 
these tests at "an alarming" rate; Russia _ 
of course. High AEC sources fear the Reds, 
with their underground tests, are well on 
the road to perfecting a fantastic new 
nuclear bomb which could be the "ultimate" 


weapon. 

“Hot Cargo” Cases Move Toward Show-Down. 
National Labor Relations Board begins 
hearing oral arguments Nov. 21 to make an 
initial review of the effect of the Federal 
ban on “hot cargo" agreements contained ir 
the basic labor-management statutes — the 
ban became effective more than a year ago, 
but did not bring noticeable stoppage of 
trucking unions, and other demands, that 
contracts between union and employer under 
which the employer will refuse to handle 
the products of another employer or will 
ceaSe doing business with him. Thirty-odd 
union-employer groups are involved, but 
there are indications the Board can hear 
all concerned and hand down a decision before 
year's end. Educated guess — the unions will 
lose. 

Fiscal 1962 Budget Shaping Up, Rapidly, Will Be 
Arround $2 Billion Above Current (1961) Budget. 

At this point there have been no "leaks" 
from Bureau of the Budget, but indications 
are that President Eisenhower will ask 
about $82.2 billion expenditures (slightly 
over one-half for defense) against estimatec 
revenue of $84 billion. Although he leaves 
office Jan. 20, it is the President's 
responsibility to submit his budget, 
regardless of election returns. The new 
Budget very likely will go to Congress 
Jan. 16, two days sooner than last year. 
It is subject to later change by the winning 
White House candidate. 
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What did we get for it?... 


THE $78.5 BILLION 
WE SPENT IN 
FOREIGN AID 


— From 1945 to March 30, 1960 
By NORMAN A. BAILEY 


& Exclusive — First-hand figures of loans made — 
brought up-to-date by Mr. Lawrence Sullivan, 
Coordinator of the U.S. House of Representa- 
tives, Washington, D. C. — gives you a full pic- 
ture of the money we spent country-by-country, 
including those behind the iron curtain 

® The problems produced — where high cost ad- 
ministration employs 30,000 people — loss and 
gain economically-financially from our efforts 

> Place of foreign aid as a cold war weapon — 
the obvious fallacies — and the change of direc- 
tion necessary in the ‘60’s to turn foreign aid 
into a practical operation 


1960 
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HE history of the world may be searched in 

vain for an example of aid by one country to 
others in any way comparable in scope and magni- 
tude with the effort launched by the United States 
after the second World War, and still continuing 
today, with the end not yet in sight. 

During the past fifteen years (to March 31, 
1960), this government disbursed a total of seventy- 
eight and one-half billion dollars in military assist- 
ance, economic aid, inter-governmental credits and 
surplus farm products delivered abroad for local 
currencies. Of this total sixty-one percent was in 
the form of military aid, thirty-two percent eco- 
nomic assistance and seven percent in the form of 
capital subscriptions to various international lend- 
ing agencies, chiefly the International Bank for 
Reconstruction and Development (IBRD—World 
Bank) and the International Monetary Fund (IMF). 


Seventeen Nations Received $55.4 Billion 


Seventeen nations, from France with $9.7 billion 
to Spain and Austria, which have received one billion 
dollars each, account for seventy percent of the for- 
eign aid so far, or 55.4 billion dollars. Of these 
seventeen countries, eleven are European (including 
the top four) and three are the former principal 
members of the Rome-Berlin-Tokyo Axis. 

The Western European countries as a whole have 
been the beneficiaries of 57.4 percent of this foreign 
aid (excluding capital subscriptions to international 
organizations), a total of 42.3 billion dollars. Various 
Asian countries have received eighteen billion dol- 
lars in foreign aid, or 24.4 percent of the total, 
most of which went to Formosa, Korea and Japan. 

In contrast, Latin Ameriua and Africa together 
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UNITED STATES FOREIGN AID BY REGIONS — 1945 through March 31, 1960 
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have received only 3.3 billion dollars in aid, repre- 
senting 4.4 percent of the tetal, nearly on a par 
with the Middle East, which includes oil-rich Saudi 
Arabia, Iraq and Iran. 

A curious footnote is provided by the fact that 
six iron curtain countries have received since the 
war 1.3 billion dollars in aid from the United States. 
Most of this money was distributed soon after the 
end of the war, but Poland has been receiving addi- 
tional aid since the abortive 1956 uprisings. 

Our Top-Heavy Costly Bureaucracy 

A bureaucracy, the size of which would staff the 
entire governments of many of the smaller countries 
of the world, has been created to deal with this 
massive effort. There are some thirty different for- 
eign aid programs now active the world around 
under direct U. S. supervision. 

The International Cooperation Administration 
(ICA), the principal government organ charged with 
administering the program, employs over ten thou- 
sand persons, divided between Washington and over- 
seas posts in the ratio of about one to four. In 
addition to this more than eleven thousand persons 
are employed by the United States Information 
Agency, which provides essential back-up to the 
foreign aid program by informing foreign nations 
and peoples of our efforts. More than eight thousand 
of these employees are stationed overseas. 

The Theory Back of the Loans 

Two primary reasons for the dominant position 
of Europe and Japan within the foreign aid program 
may be cited. The first, of course, was the extensive 
war damage which had been inflicted on those areas. 
A more important reason, however, was the stra- 
tegic threat posed immediately upon the cessation 
of hostilities by Soviet Russia. Western Europe and 
Japan were in the immediate line of fire and had 
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to be shored up as rapidly as possible to provid: 
firm bulwarks against communist expansion. 
Indeed, had we provided China equally lavishly 
with men, money and materials that country woul 
probably today still be on the side of the Western 
powers. Although the cost might have seemed hig! 
then, we have since spent many times the amount 
in the military preparations necessitated by that 
strategic defeat. 
Rising Competition at Home and Abroad 


What have been the effects of this outpouring 
of financial aid on the economic development of 
Europe? The only relatively meaningful measure 
of economic growth with fair accuracy available 
for the entire world is value of exports. While such 
a measure has obvious limitations, with appropriate 
adjustments and exceptions it can be accepted that 
a steady secular trend upward in value of exports 
denotes a healthy economy. As can be seen in the 
accompanying chart, the growth in the value of 
Western European exports over the last ten years 
has outstripped even that of the United States, and 
is incomparably greater than growth in the under- 
developed world. 

This does not imply, of course, that this growth 
has been due entirely to American aid. Despite the 
destruction of the war, Europe still entered the 
period with a backlog of skills and industrial equip- 
ment far superior to that of any underdeveloped area. 
It was also threatened by imminent Soviet aggres- 
sion and internal subversion, requiring a recovery 
as rapid as possible. Finally, as both a cause and 
effect, economic unification of the European heart- 
land has reached an advanced stage, providing 
European (and American) manufacturers a com- 
wet market almost as large as that of the United 
States. 
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Nevertheless, the billions of dollars poured into 
Western Europe by this country have had an in- 
fluence that cannot be denied. It must not be over- 
looked that the military aid has had an effect al- 
most equal to that of the economic aid, by freeing 
loal capital for productive economic investments. 
In short, U. S. foreign aid, coupled with a capability 
or the part of the European economy to absorb 
large amounts of capital, has resulted in a period 
of economic growth unparalleled in European history. 

A Change of Direction in the Sixties 

The world of the sixties, however, will present 
v ry different problems from the world of 1945- 
1/59, and will call for a new direction of interna- 
tional economic aid on the part of the United States 
aid other countries. The very fact of the astonish- 
ii g postwar economic recovery of Europe means 
tiat Europe should and must shoulder a much 
g-eater share of the burden of its own defense. 

The same is true of Ja- 


very large infusions of capital, in the same way 
that the European nations were able to absorb 
such large amounts. An economy which has the 
basic skills and organization, no matter how se- 
verely damaged by war or otherwise, can absorb 
quickly and effectively aid on a massive scale, such 
as the Marshall Plan provided. 

For countries such as Ghana and Nicaragua, 
however, it is true more often than not, that invest- 
ments of a few tens of thousands of dollars in 
carefully selected projects can bring far greater 
benefits than millions poured in, which would have 
the primary effect of creating inflation and promot- 
ing graft. Naturally, a vast country such as Brazil 
can absorb larger sums, but even here a program 
to give the farmers of the parched Northeast 
ownership of the land they till, irrigation and in- 
struction in proper agricultural methods, would be 
of much greater long-range benefit than any num- 
ber of huge steel mills. 

Local Initiative Must Be 
Stimulated 





pan. Beyond that, Europe 
and Japan should expand 


greatly their programs of 220 

economic aid to underde- wee 
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africa, the Middle East, 

znd Asia. It must not be 200 


forgotten that the primary 
area of responsibility for 
the United States is Latin 
\merica, still protected by 
our Monroe Doctrine, mul- 
tilateralized a decade ago 


nto the Organization of 
\merican States. This re- 168 
sponsibility has been neg- 
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cent of our foreign aid = 
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Above all, there must 


By Value ; . 
be a greater appreciation 


1 . . 
- within the under-developed 


countries themselves that 
economic development has 
never, and will never, come 
as a gift from external 
sources. It can be only a 
product of internal effort 
and the internal allocation 
of resources. Advanced so- 
cial legislation (if adhered 
to) and constantly rising 
patterns of consumption 
are incompatible with econ- 
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nie over what is in reality 
a healthy situation, with 
our imports tending to come into better balance 
with our exports. It is encouraging that the gov- 
ernment has not given way to frantic solutions, 
such as devaluing the dollar or imposing greater 
import restrictions, but has concentrated on the 
crux of the difficulty by urging greater contribu- 
tions to world economic development on the part 
of those former recipients of aid now well able 
to help others. It is to be hoped that the new Ad- 
ministration will follow an equally sensible policy. 
Since the yearly amounts the United States spends 
abroad are not likely to increase greatly, both the 
direction and type of aid dispensed should be modi- 
fied to reflect changing conditions in the free world. 
In the first place, it must be realized, both by the 
underdeveloped nations and by our own administra- 
tors, that their economies simply cannot digest 
1960 
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mate for domestic and for- 
eign investment, are essentials which cannot come 
from foreign aid. Such aid, therefore, must not, 
except in cases of extreme strategic emergency, be 
a mere bail-out operation, doled out to those coun- 
tries which spend themselves into a hole and then 
come asking for help. In addition to investing in 
carefully planned and feasible, rather than gran- 
diose, industrial projects, American aid should be 
channelled into the diffusion of those skills and 
technologies which we possess to a greater extent 
than any other country of the world. We should 
also aid underdeveloped countries in improving thei 
economic facilities — communications, transporta- 
tion and power, fields in which foreign private 
capital is now, for very good reasons, reluctant to 
invest. Social overhead, health, housing and educa- 
tion, can also be promoted by the United States, 
which at the same time (Please turn to page 260) 
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A NEW DAY FOR THE RAILS 
THROUGH LARGE-SCALE MERGERS? 


By ROBERT B. SHAW 


> Strengthening the railroads for a more vigorous competitive struggle 
> Risks of inter-industry fight — need for railroad statesmanship — railroad 


mergers in sight 


> Appraising each of the newly proposed mergers — and the advantages 
that would accrue to the stockholder — to the investor 


HE modern railroad boxcar, gondola or covered 

hopper carries each ton of freight a mile for an 
average charge of a cent and a half. By contrast the 
truck rate for moving one ton the same distance 
runs around 6 cents, while luxury goods can be 
moved on cargo planes for 25 cents a ton-mile. 

With this enormous cost advantage over their 
major competitors the railroads should be expand- 
ing their share of the nation’s traffic steadily. In 
actuality their relative position is declining gradu- 
ally, and in 1955 for the first time they carried less 
than half of total U.S. intercity traffic as measured 
on a ton-mile basis. 


Unable to Utilize Inherent Advantages 


The explanation is that the railroads are, for 
various reasons, unable to exploit fully the inherent 
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mechanical advantage of the flanged wheel upon the 
steel rail. The high speed, 100-car freight train 
flashing by the waiting commuter, bearing 5,000 
tons of freight and forming what is essentially a 
single vehicle under the control of a five-man crew, 
is indeed an impressive sight. 

Unfortunately, the complete transportation serv- 
ice rendered is much less efficient than the movement 
of this highball freight between major terminals. 
Although many freight schedules now approach pas- 
senger train standards, average freight train speed 
is no higher than 20 m.p.nr. And, what is more per- 
tinent to shippers, individual cars move between 
shippers and consignees at a speed no higher than 
6 or 7 m.p.h.—only a third of customary truck 
timing. This slow motion also hurts the railroads, 
for cars earn money only when they are traveling— 
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ind they travel only 45 miles a day on the average. 


Complicated Terminal Movements 


Let’s look a little more closely at the process of 
railroad transportation. Suppose a manufacturer in 
Buffalo has one carload to deliver to a wholesaler 
in Kansas City. If his private siding adjoins the 
main line of one of the larger railroads pick-up 
service may be frequent, but if it is on an outlying 
spur the switching engine may pass that site only 
once a day. In any case, the shipper is pretty well 
committed to giving the initial line-haul to the road 
that serves his plant. A competing road may give 
better service, but if the shipper takes advantage 
of such a routing the originating line will slap on a 
heavy switching charge of $20 or $30. 

In a number of cities, terminal roads are jointly 
controlled, but all too often each parent road will 
operate its own switching trains, stoping only here 
and there, just as the milkman stops at occasional 
houses along the block, to pick up or set off its own 
ars. Thus, train movements over the line may be 
three times as heavy as necessary, while service for 
each individual road is only one third as frequent 
as possible. 

The loaded freightcar then goes to a district yard 
of the originating carrier, where it is classified for 
movement to the principal yard or perhaps, if so 
routed, to the yard of a competing road. Here the 
car must be reclassified for its line-haul, and it will 
be anywhere from six hours to several days after 
the car was turned over to the railroad before it 
actually leaves Buffalo. Many trucks are probably at 
their destination before railroad cars leave their 
point of origin. 


Competition for the Line-Haul 
Numerous, in fact, almost infinite, combinations 
of routings exist between any two considerably re- 
moved cities like Buffalo and Kansas City. If the 
shipper at Buffalo does not specify any routing, the 
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originating carrier will naturally “long-haul”’ itself; 
that is, the New York Central would carry the car 
to St. Louis. At such points any one of these roads 
would turn the car over to one of its established 
connections for the onward movement to destina- 
tion. Each road, to get this long haul and a fa- 
vorable “division” for itself, might haul the car 
considerably further than the most direct route, 
and perhaps carry it through congested districts 
where further terminal delays would ensue. 

The shipper has the right, of course, to specify 
the routing, either to utilize more efficient roads, to 
avoid congested areas, or perhaps merely to reward 
roads that give him some business. To win addi- 
tional traffic many roads maintain solicitors in 
Buffalo, engaged in calling on shippers and extolling 
the merits of their particular routes. Thus, the 
roads are competing against each other for a dwin- 
dling share of traffic, rather than collaborating to 
offer every shipper the best possible service. 

Depending upon its routing our car may be 
yarded and classified several times further on its 
way to Kansas City, and after arrival there may 
suffer further delays before final delivery upon out- 
lying siding or team track. 

The Solution: Large-Scale Mergers 

Such inefficiency and delays are no recent discov- 
ery. In the era of railroad monopoly these comprised 
a burden which the carriers were able to afford and 
shippers were forced to endure, all for the sake of 
competition. Today, when the railroads are in a des- 
perate position and their chief competition stems 
from rival forms of transportation, such overlapping 
and duplication represent a waste they can no 
longer tolerate. 

Many economies can be—and have been—accom- 
plished by coordination, the sharing of facilities and 
various types of joint operation. But this is not 
enough. The present crisis requires full-fledged, 
thorough-going merger of many larger railroads 
into a limited number of major regional systems. 

Railroad management, somewhat tardily, has rec- 
ognized this necessity, and it is probable that the 








next few years will witness the most radical re- 
vision in the nation’s railroad map in over half a 
century. 


Mergers Recently Accomplished 


Already during the past twelve months as many 
important mergers have been carried out as in the 
preceding two decades. Leading off the procession 
the Norfolk & Western and paralleling Virginian 
effected their corporate marriage last December; 
this was carried out with unprecedented speed, as 
it invaded no one else’s territory and consequently 
no serious objections were raised during the cere- 
mony. 

The proposed consolidation of the Soo, Wisconsin 
Central and Duluth, South Shore & Atlantic Roads 
was ratified very promptly last May, as all three 
roads were already controlled by the Canadian Pa- 
cific, although the necessary approval of the Inter- 
state Commerce Commission is still being awaited. 

Also in the West the acquisition of the Minne- 
apolis & St. Louis by the Chicago & Northwestern 
has just received the sanction of the I.C.C. This will 
be an effective although not actually a legal merger, 
as the St. Louis line, in a practice very unusual for 

railroad, has elected to preserve its corporate shell 
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and look around for some industrial acquisitions. 

The most important of the mergers recently con- 
summated was that of the Erie and Lackawanna 
Roads, effective on October 17, and creating the 
country’s twelfth ranking railroad in terms of 
gross revenue. The Erie-Lackawanna consolidation 
aroused some opposition on the part of labor organi- 
zations and communities along the line, but just the 
same was accomplished in fifteen months from the 
time formal application was made to the I.C.C., a 
speedy action for procedures of this type. The 
Delaware & Hudson, originally a partner with these 
two in a three-way merger proposal, pulled out of 
the scheme early last year, probably because of its 
much happier financial outlook. 


End-to-End vs. Parallel Mergers 


Most railroad mergers will fall rather clearly into 
either one of two types, the end-to-end or parallel 
combinations. The characteristics of each are clear 
from the terms used. In the early days of railroad- 
ing end-to-end mergers were more general, as small 
railroads grew into large ones, and large ones ex- 
tended themselves still further. Mergers of parallel 
roads were unlikely, not merely because of the very 
intensive rivalry which then prevailed, but also be- 
cause they would have been regarded as destructive 
of competition and contrary to public policy. One 
major merger of this character that was proposed, 
between the Northern Pacific and Great Northern 
Roads, was, in fact, rejected by the Supreme Court in 
one of the notable decisions of the trust-busting era. 

But today, while end-to-end mergers may still offer 
advantages, the emphasis is upon the consolidation 
of parallel roads serving a common territory and 
sometimes between the same terminals. 

This is because the major objectives of present 
mergers include economy and elimination of dupli- 
cating service, rather than penetration of new ter- 
ritory. Parallel-merger economies can be secured 
specifically by the consolidation of yards and ter- 
minals, removal of excess properties from the tax 
rolls; the elimination of duplicate trains and track; 
the avoidance of intermediate classification and 
transfer movements of freight cars; concentration 
of traffic in longer trains or perhaps, contrariwise, 
the dispatching of more frequent trains; and the 
utilization of most favorable routes and grades. All 
of these should be followed by a reduction in gen- 
eral overhead and more effective traffic solicitation 
on the basis of the better service available. 


Coast Line-Seaboard Presages Major Reshuffling 
in South 


One of the most logical pending mergers is that 
between the Atlantic Coast Line and Seaboard Air 
Line Railroads. Both carriers, as their naires sug- 
gest, serve very nearly the same territory between 
Richmond and Norfolk on the north and Florida 
points on the south. Their junction, which would 
represent one of the best examples of the parallel 
type merger and create a new 9,000 mile system, 
has already been ratified by stockholders of both 
roads and would be effected by a share-for-share 
exchange of Seaboard and the issuance of 1.42 
shares of the unified company for each Coast Line 
share. Coast Line itself recently completed a merger 


with its former affiliate, Charleston & Western 
Carolina. 
240 


Struggle for Louisville & Nashville 


Unfortunately, the Seaboard-Coast Line merg: 
is likely to be long delayed. No important oppositio: 
exists to this union by itself, but Coast Line hi: 
other affiliations that disturb competing roads 
the South. In particular, it holds a 34% interest 
Louisville & Nashville, a major carrier in its ow 
right. Coast Line and L. & N. further control tl 
small but strategic Clinchfield. 

Competing roads in the South, particularly th 
Southern and Illinois Central, view the prospect of 
giant combination embracing Coast Line, Seaboa: 
and L. & N. with misgivings and have intervene | 
before the I. C. C. to secure divestment of the Louis- 
ville as a condition of the merger. A new disput : 
may then ensue as to whether Illinois Central or th 
Southern will absorb the Louisville. The latter effect 
ed a merger with the Nashville, Chattanooga & Si 
Louis, a few years ago. 

Besides the possible acquisition of a dominan 
interest in the L. & N., the Southern is alread) 
expanding its existing 8,000 mile system by the pur 
chase of the Frisco’s 71% equity in the Central o 
Georgia. It also recently acquired the strategic 
Interstate R.R., in western Virginia, by successful 
bid to that road’s former sole owner, the Virginia 
Coal & Iron Co. As the Interstate, always previously 
an independent line, provided an important connec- 
tion between the L. & N. and the Clinchfield, the 
latter roads strongly contested this acquisition, but 
were finally vanquished. 

Untangling of the existing affiliations among 
Coast Line, L. & N., Clinchfield and several smaller 
roads will undoubtedly delay the Coast Line-Sea- 
board merger, but this is so natural that final I. C. C. 
approval is inevitable. Very substantial economies— 
estimated at roughly $40 million a year, plus larger 
initial tax savings on the elimination of duplicate 
facilities—should derive from this union, and both 
of these roads are in an attractive investment 
position. 
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The Big Baltimore & Ohio Imbroglio 


The internecine dispute between Chesapeake & 
Ohio and New York Central for control of the 
Baltimore & Ohio is disturbing to all disinterested 
proponents of railroad merger. This situation was 
discussed at greater length in the June 18 issue of 
this magazine. Briefly, the threatened merger of 
Norfolk & Western with Nickel Plate, together with 
the existing close relationship between Norfolk and 
the Pennsylvania, impelled the major competing 
roads, Chesapeake & Ohio, Baltimore & Ohio and 
New York Central, to seek a protective union of 
their own. 

Unfortunately, this constructive effort soon de- 
generated into a slugging match between the Cen- 
tral and C. & O. for control of the B. & O. Ina 
curious contrast with its position under the regime 
of the late Robert R. Young, when its attempt to 
control the Central was rebuffed by the I. C. C., the 
Chesapeake is now the reluctant partner in the ini- 
tially proposed three-way merger. 

To be sure, the C. & O.’s change of heart is not 
without justification. Although Central’s net income 
has recently been only a small fraction of that of 
C. & O. ($13 million vs. $45 million in 1959) it does 
enjoy gross somewhat over twice that of Chesa- 
peake. While a huge gross means little to stockhold- 
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‘it r Railroads Involved In Current Merger Negotiations 
31T10n 
> his Gross Net Traffic Indic. Estimated 
Is j } Revenues Operating Income Track Density Div. Net 
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st in 1959 1959 Price Share Share 
OW) (Mil.) (Mil.) (009) 1960 * 1960 
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put : Totals 317.4 28.8 9,449 
th Baltimore & Ohio ........ , 395.1 81.2 14.8 5,917 4,131 27 1.50 1.00 
Roy Chesapeake & Ohio ....... 347.6 74.5 45.6 5,122 5,739 58 4.00 5.25 
fect New York Central ........ 689.2 83.7 13.1 10,412 3,065 16 1.00 
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and look around for some industrial acquisitions 
The most important of the mergers recently con 


summated was that of the Erie and Lackawanna 
Roads, effective on October 17, and creating the 
country’s twelfth ranking railroad in terms of 


yross revenue. The Erie-Lackawanna consolidation 
aroused some opposition on the part of labor organi- 
zations and communities along the line, but just the 
same was accomplished in fifteen months from the 
time formal application was made to the I.C.C., a 
speedy action for procedures of this type. The 
Delaware & Hudson, originally a partner with these 
two in a three-way merger proposal, pulled out of 
the scheme early last year, probably because of its 
much happier financial outlook. 


End-to-End vs. Parallel Mergers 


Most railroad mergers will fall rather clearly into 
either one of two types, the end-to-end or parallel 
combinations. The characteristics of each are clear 
from the terms used. In the early days of railroad- 
ing end-to-end mergers were more general, as small 
railroads grew into large ones, and large ones ex- 
tended themselves still further. Mergers of parallel 
roads were unlikely, not merely because of the very 
intensive rivalry which then prevailed, but also be- 
cause they would have been regarded as destructive 
of competition and contrary to public policy. One 
major merger of this character that was proposed, 
between the Northern Pacific and Great Northern 
Roads, was, in fact, rejected by the Supreme Court in 
one of the notable decisions of the trust-busting era. 

But today, while end-to-end mergers may still offer 
advantages, the emphasis is upon the consolidation 
of parallel roads serving a common territory and 
sometimes between the same terminals. 

This is because the major objectives of present 
mergers include economy and elimination of dupli- 
cating service, rather than penetration of new ter- 
ritory. Parallel-merger economies can be secured 
specifically by the consolidation of yards and ter- 
minals, removal of excess properties from the tax 
rolls; the elimination of duplicate trains and track; 
the avoidance of intermediate classification and 
transfer movements of freight cars; concentration 
of traffic in longer trains or perhaps, contrariwise, 
the dispatching of more frequent trains; and the 
utilization of most favorable routes and grades. All 
of these should be followed by a reduction in gen- 
eral overhead and more effective traffic solicitation 
on the basis of the better service available. 


Coast Line-Seaboard Presages Major Reshuffling 
in South 


One of the most logical pending mergers is that 
between the Atlantic Coast Line and Seaboard Air 
Line Railroads. Both carriers, as their naires sug- 
gest, serve very nearly the same territory between 
Richmond and Norfolk on the north and Florida 
points on the south. Their junction, which would 
represent one of the best examples of the parallel 
type merger and create a new 9,000 mile system, 
has already been ratified by stockholders of both 
roads and would be effected by a share-for-share 
exchange of Seaboard and the issuance of 1.42 
shares of the unified company for each Coast Line 
share. Coast Line itself recently completed a merger 


with its former affiliate, Charleston & Western 
Carolina. 
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Struggle for Louisville & Nashville 


Unfortunately, the Seaboard-Coast Line merger 
is likely to be long delayed. No important opposition 
exists to this union by itself, but Coast Line has 
other affiliations that disturb competing roads in 
the South. In particular, it holds a 34° interest in 
Louisville & Nashville, a major carrier in its own 
right. Coast Line and L. & N. further control the 
small but strategic Clinchfield. 

Competing roads in the South, particularly the 
Southern and Illinois Central, view the prospect of a 
giant combination embracing Coast Line, Seaboard 
and L. & N. with misgivings and have intervened 
before the I. C. C, to secure divestment of the Louis- 
ville as a condition of the merger. A new dispute 
may then ensue as to whether Illinois Central or the 
Southern will absorb the Louisville. The latter effect- 
ed a merger with the Nashville, Chattanooga & St. 
Louis, a few years ago, 

Besides the possible acquisition of a dominant 
interest in the L. & N., the Southern is already 
expanding its existing 8,000 mile system by the pur- 
chase of the Frisco’s 71% equity in the Central of 
Georgia. It also recently acquired the strategic 
Interstate R.R., in western Virginia, by successful 
bid to that road’s former sole owner, the Virginia 
Coal & Iron Co. As the Interstate, always previously 
an independent line, provided an important connec- 
tion between the L. & N. and the Clinchfield, the 
latter roads strongly contested this acquisition, but 
were finally vanquished. 

Untangling of the existing affiliations among 
Coast Line, L. & N., Clinchfield and several smaller 
roads will undoubtedly delay the Coast Line-Sea- 
board merger, but this is so natural that final I. C. C. 
approval is inevitable. Very substantial economies— 
estimated at roughly $40 million a year, plus larger 
initial tax savings on the elimination of duplicate 
facilities—should derive from this union, and both 
of these roads are in an attractive investment 
position. 


The Big Baltimore & Ohio Imbroglio 


The internecine dispute between Chesapeake & 
Ohio and New York Central for control of the 
Baltimore & Ohio is disturbing to all disinterested 
proponents of railroad merger. This situation was 
discussed at greater length in the June 18 issue of 
this magazine. Briefly, the threatened merger of 
Norfolk & Western with Nickel Plate, together with 
the existing close relationship between Norfolk and 
the Pennsylvania, impelled the major competing 
roads, Chesapeake & Ohio, Baltimore & Ohio and 
New York Central, to seek a protective union of 
their own. 

Unfortunately, this constructive effort soon de- 
generated into a slugging match between the Cen- 
tral and C. & O. for control of the B. & O. Ina 
curious contrast with its position under the regime 
of the late Robert R. Young, when its attempt to 
control the Central was rebuffed by the I. C. C., the 
Chesapeake is now the reluctant partner in the ini- 
tially proposed three-way merger. 

To be sure, the C. & O.’s change of heart is not 
without justification. Although Central’s net income 
has recently been only a small fraction of that of 
C. & O. ($13 million vs. $45 million in 1959) it does 
enjoy gross somewhat over twice that of Chesa- 
peake. While a huge gross means little to stockhold- 
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NVESTING in growth stocks, as many specu- 
lators have recently found out, is not necessarily 

the path to success in the stock market. Growth 
stocks, or more accurately that class of equities 
possessing high price-earnings ratios, have been 
pounded in recent markets, with many issues now 
only pale imitations of their former high-flying 
selves. As usual the better quality companies have 
held up the best, while the second and third rate 
situations have been sold down heavily. But almost 
without exception, all issues are well under their 
postwar tops. 

The logical question arises: why do certain stocks 
sell at extremely high price-earnings ratios, while 
others never receive market recognition, despite 
good records? The basic reason why price-earnings 
ratios vary from company to company is to be 
found in the rate of per share earnings growth. A 
company whose earnings are doubling every five 
years is growing at about 14% per annum. One 
whose profits are doubling at ten year intervals is 
only expanding at about 7%, and so on and so forth. 

It is obviouS how the lofty price-earnings ratios 
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of certain companies have developed when one ex- 
amines the underlying rates of growth. For instance, 
the per share earnings of Addressograph-Multi- 
graph have been growing at about 12% per annum, 
which means that 1959 earnings of $1.61 should 
double in about six years, under a similar economic 
atmosphere. By contrast, it should take Interna- 
tional Harvester about 15 years to double its 1959 
share earnings of $5.10, assuming past trends hold 
into the future. Considering both possibilities, it 
becomes fairly easy to understand why Addresso- 
graph has sold at a mean price-earnings ratio of 21 
in the last five years, compared with about 11 for 
Harvester. 


Key Technical Factors 


Other factors, other than the basic growth pat- 
tern, often play an important role in determining 
the price-earnings ratio. For example, the technical 
situation where a company has a small floating 
supply of stock outstanding, can lead to fantastic 
price swings from time to time. It is interesting 
also to realize that good “tape” action can play its 
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Comparing Three Companies With High Price - Earnings Ratios and Low Yields 
With Comparable Companies With Lower Price - Earnings Ratios and Higher Yields 


| 








| *—Estimate of indicated dividend rate. 
**—_Based on the average high and low for the years. 
+—Based on Recent Price. 
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part in producing the high multiplier; chartists are 
attracted to thin issues which “act well,” regardless 
of what line of business they are in. It is possible 
to imagine many speculative situations where a 
given upward price thrust was almost entirely tech- 
nical in nature. 

There Comes a Time 


While ownership of many high multiple stocks 
has been a rewarding past experience for investors, 
purchase of some of these issues at current price 
levels may call for considerable patience on the part 
of the holders. For one thing, certain stocks with 
high PER’s are looking well into the future and 
discounting earnings gains for a long time ahead. 
Obviously a stock selling at 50 times earnings is 
reflecting a fantastic rate of earnings growth or 
just plain fantasy. Also, when the multiplier is up 
in the stratosphere, there is little margin for the 
unexpected adverse development on the corporate 
scene. Even a slight slowing in the rate of expansion 
may lead to apprehension in the market place. 

In addition to incurring sizeable market risk in 
many of these issues, the investor has to be satisfied 
with an extremely scanty return in most cases. 
Yields of 1% or less are not out of the ordinary 
and in a real growth situation the owner is lucky to 
get a stock dividend. 

Looking at it another way, a considerable period 
of time must elapse before the holder is obtaining 
a reasonable return on his original cost. Perhaps a 
better idea of how much distortion has crept into 
the market place can be obtained by examining the 
records of several of these high price-earnings ratio 
stocks and stacking them up against more unroman- 
tic but solid equities. 

Minnesota Mining, originally a manufacturer of 
coated abrasives, has diversified its product line in 
recent years so that abrasive sales are now only 
about 15% of the total. It is perhaps better known 
today for its line of pressure-sensitive and gummed 
tape products. In addition graphic products, chemi- 
cals, plastics, electrical and building lines are pro- 
duced. Individual items such as Thermo-Fax copying 
machines impart a note of glamour to the product 
line. While the stock capitalization of 51.6 million 
shares cannot be termed small, at least 32% of this 
is closely held. The earnings pattern has been ex- 
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tremely favorable for MMM, with share profits 
growing at about 16% annually over the last 20 
years. A sharp rise since 1947 has reflected belated 
market recognition of the strong underlying earn- 
ings trend. Profits, which have been doubling at 
roughly five-year intervals, could continue this trend 
through 1965, especially if a proposed merger with 
Warner-Lambert takes place. 

However, MMM stock, selling at about 46 times 
projected 1960 earnings, is well above its mean PER 
of the last five years of about 32. A step-up in the 
price-earnings ratio to around 45-46 would seem to 
imply a faster rate of earnings growth than has 
been experienced, It is extremely doubtful if such an 
increased pace is in the cards, if for no other reason 
than the fact that MMM with over half a billion of 
sales no longer has a small base from which to score 
wide percentage gains. 

Owens-Corning Fiberglas has perhaps a more 
glamorous product line than MMM since it is in 
the fast-growing fiber glass field. Present uses for 
this product are still fairly mundane since about 
45% of Owens-Corning’s 1959 sales fell into the 
thermal insulation category. However, new poten- 
tial uses are developing every day, some of which 
could be quite revolutionary in nature. For instance, 
the company has recently announced the birth of a 
new glass fiber, which, among other things, could 
be a possible material for rocket motor cases. The 
long-term trend of earnings growth has been 
strong, but considerable hesitation has developed 
from time to time. Of the 6.6 million shares out- 
standing, about 32% is locked up. Selling at about 
38 times possible 1960 earnings, Owens-Corning 
Fiberglas is obviously discounting future earnings 
improvement to a considerable degree. Realistically, 
the stock at these levels takes on a speculative rather 
than a growth stock mantle. 

Corning Glass Works is a major factor in the 
specialty glass industry. At present about half of 
total sales are in radio, television and other elec- 
trical and electronic lines, while only about 25% is 
in more specialized areas. The trend in the future 
will be toward larger representation in the more 
exotic products, reflecting fruits from a heavy re- 
search and development program. In addition to 
internal growth, Corning Glass stands to benefit 
from its large (32%) stock holding of Owens- 
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Corning Fiberglas and half interests in Dow-Corn- 
ing (a producer of silicones) and Pittsburgh-Corn- 
ing (glass building blocks). 

Of the 6.8 million shares of Corning Glass out- 
standing, over 50% is owned by officers and directors. 
Earnings growth has been outstanding, with share 
profits compounding at about 16% annually over 
the last twenty years. The stock, selling at about 45 
times projected 1960 earnings, appears somewhat 
out of line relative to its mean PER of 31 over the 
last five years. The problem facing investors with 
growth stocks such as Corning is what to do with 
them when they get too rich. The heroic investor 
who cuts back his holdings in anticipation of buying 
the stock back at lower prices may discover to his 
ultimate regret how easy it is to “miss a market.” 

The potential buyer of this stock, on the other 
hand, should realize that while Corning is an attrac- 
tive situation, it is only attractive at a price which 
bears some relation to the current earnings picture. 

International Paper—To point up the contrast 
between the trio of high price-earnings ratio stocks 
and stocks which do not appear to be puffed up, a 
look first at International Paper is in order. Opera- 
tions of this company, the world’s largest paper 
company, are fully integrated, with 71% of output 
in the United States and 29% in Canada. Its hold- 
ings of timberlands (including leased portions) 
total some 22 million acres, by far the biggest in 
the industry. The long-term earnings trend has been 
quite good, with share earnings compounding at 
about a 14% rate annually for the last 20 years. 

Earnings results in recent years have been none- 
too-impressive, however, with product price weak- 
ness at least partially responsible. However, the 
company has made extensive capital outlays in 
recent years and these improvements are expected 
to begin making a contribution to earnings. Selling 
at roughly 17 times projected 1960 earnings to yield 
somewhat better than 3%, International Paper is 
clearly not an inflated issue by past standards. By 
coincidence, the stock is selling at roughly the same 
mean price-earnings ratio of the last five years. 

American Telephone needs no description since its 
mammoth communication operation is well known 
to investors everywhere. According to the record, 
growth has been quite slow over the last twenty 
years; earnings per share have been compounding 
at about 3°~. This would seem to suggest that Tele- 
phone’s PER should be on the modest side. It is 
interesting to note, however, that Telephone is sell- 
ing at roughly 16 times expected 1960 earnings. 
This compares with a mean PER of 14 over the last 
five years. Investors have not lost sight of the fact 
that this giant company’s net earnings have been 
doubling at five year gaps in the postwar period. 
This is equivalent to about a 15% growth rate. 
Now if the dilution caused by repeated additions to 
the equity base will only slow down, the continued 
rapid growth in profits will produce more impressive 
per share earnings results in the future. This, obvi- 
ously, is what investors who have bid up the shares 
are banking on in the next few years. It is conceiv- 
able that they will be rewarded, but this is by no 
means assured in view of Telephone’s continued 
heavy capital needs. 

duPont, probably the leading chemical company, 
has good sales diversification, serving the textile, 
chemical, transportation, petroleum and food mar- 
kets. Among its assets is included a 22.4% interest 
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in General Motors which has been both a source of 
good income and a legal headache. The per share 
earnings growth of duPont has been quite impres- 
sive since 1941, amounting to about 12% com- 
pounded annually. As might be expected by this 
record, the mean price-earnings ratio of the last 
five years has been 24. It is unusual, therefore, to 
learn that duPont is selling at roughly 21 times 
projected 1960 earnings. Apparently the possible 
divestiture of the GM stock is curtailing market 
enthusiasm for duPont. It is difficult to see why 
such a situation should impair the chemical com- 
pany’s excellent longer-range outlook. On the expec- 
tation of continued above-average share earnings 
growth, without any contribution from GM divi- 
dends, the temporary cloud over duPont may actu- 
ally be a bright opportunity for the long-term 
investor. 
High Multipliers May Entail High Risk 


Turning from the specific back to the general 
again, it is worth noting the type of risk associated 
with an abnormally high price-earnings ratio. A 
lofty multiplier is always subject to a _ possible 
change in investor attitude. A good example of this 
occurred recently in the case of Aerojet-General, a 
publicly owned subsidiary of General Tire. From a 
mean PER of 14 in 1955, speculators drove the 
multiple to 40 in 1959. A new appraisal of the 
longer-range outlook for this company has appar- 
ently taken place since it is now selling at roughly 
22 times expected 1960 earnings. Of course, some 
may claim the shares are extremely cheap at these 
levels, but this remains to be seen. 

Incidentally, the outcome of the recent elections 
may play an important role in determining how 
much investors are willing to pay for future earn- 
ings and how far ahead they are willing to look. 
During the Eisenhower Administration. the climate 
for business was regarded as a favorable one even 
though the Department of Justice was not parti- 
cularly lenient in allowing consolidations and mer- 
gers of certain major American companies. None- 
theless, the investor was satisfied that business was 
receiving a fair shake and consequently was willing 
to pay what in many instances was a rich multiplier 
for earnings. The question now is whether the at- 
titude of the market will change once the full im- 
plications of the Kennedy Administration (or that 
part on which he can gain Congressional approval) 
are realized. There is, of course, no sign at this 
juncture that business will be hamstrung by the 
change in political power but larger and new 
sources of revenue will be needed if President Ken- 
nedy’s ambitious plans are to be implemented. This 
could mean higher taxes both on a direct and in- 
direct basis. For instance, the oil depletion allow- 
ance may be cut from its 2714% level. On the other 
hand, the picture is not entirely bleak since it is be- 
lieved that the new administration may favor higher 
depreciation allowances in an effort to spur capital 
spending by industry. It is possible too, that in an 
effort to eliminate pockets of unemployment, the 
troublesome import situation may receive more at- 
tention from the White House. If this long range 
threat to the American economic scene can be some- 
how softened, this would be an important new plus 
factor in the business (Please turn to page 261) 
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® Too many entrants large and small poaching on the field 
creates severe sales problem and dilutes earnings 
® How the individual companies fare 


made ... what next? 


“Everybody is getting into the act!” This was 

the complaint that producers of refrigerators, 
room air conditioners, and home laundries were 
making in 1955. The complaint now is, “They’ve 
ruined it for everybody.” 

Business was good back in 1955 when all this 
began. There was still the pent-up demand left over 
from the shortages of the Korean War, and the 
recovery in consumer buying from the 1954 re- 
cession was vigorous. In those days appliance pro- 
ducers were on friendly terms, there was business 
for everyone, and price cutting was a crude weapon 
used only occasionally by a few unmentionable rela- 
tives. Profit margins were respectable, although 
not gaudy. 

Then the so-called’ diversification programs be- 
gan. Moaned one producer of kitchen appliances, 
“It seemed that everyone suddenly had to diversify 
and somehow home appliances were a related and 
1960 
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adjustments being 


logical means of diversification.”’ Even security ana- 
lysts began to ask almost automatically, “What are 
your plans for diversification?” The answer that 
there were no such plans became as unstylish as a 
bustle on Fifth Avenue. 

Companies that had for years been stamping 
things out of metal for other companies decided 
that they needed consumer products in their line. 
What was more logical—and diversification-minded 
—than to stamp out toasters, rotisseries, and re- 
frigerators? By mid-1957 productive capacity was 
greatly over-expanded and an economic recession 
was about to begin. 

With a large number of producers trying to keep 
their operations going, inventories at both the pro- 
ducer and retail levels piled up. “To get your cash 
out you had to cut prices,” says one large supplier, 
as the struggle began. 

“Diversification,” instead of denoting purity, took 
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on the sour odor of poaching on someone else’s pre- 
serves. Indeed, such new entrants as auto manufac- 
turers, electrical equipment producers, auto parts 
makers, and even public utilities that branched off 
into the appliance field now wish they hadn’t. Few 
have made much money at it, let alone show a re- 
spectable return on their capital. Now it is apparent 
to many such producers that concentration on re- 
ducing costs in a seasoned and familiar product line 
is often a more profitable program than diversifi- 
cation. 
Growth in Units Shipped But a Decline in Profits 


The companies determined to diversify into home 
appliances back in 1955 were not wrong in selecting 
air conditioning, for example, as a likely growth 
field. However, too many of them had the same 
idea. Profit margins declined as numerous produc- 
ers scrambled for a market that could not grow 
fast enough to satisfy everybody. 

The sale of room air conditioners, for example, 
increased from 1,276,000 units in 1955 to 1,800,000 
in 1959. Few should be unhappy about an industry 
sales increase of 41% in five years! Yet the excess 
capacity for room air conditioners by 1959 was 
appalling. A leading manufacturer estimated in De- 
cember 1959 that the industry could double its out- 
put of room units if need be with scarcely a dollar 
spent for expansion. 

Other consumer durables have shown remarkable 
growth in recent years, yet price weakness has per- 
sisted. In 1955 2,750,000 power lawn mowers were 
sold (more than double the 1950 rate) and by 1959 
no less than 4,200,000. But with inexpensive rotary 
mowers now sold through every conceivable outlet, 
including supermarkets, and even by direct mail, 
prices fell to rock bottom. 

Heavy consumer durables such as washing ma- 
chines and refrigerators have actually shown a 
decline in unit sales since 1955, washing machines 
dropping to 4,201,000 units in 1959 from 4,391,000 
in 1955 while refrigerators fell to 3,750,000 from 
4,200,000. Here it is not surprising that price cut- 
ting has become an industry characteristic. The 
Department of Commerce wholesale price index of 
household appliances shows that the average price 
in 1959 was only 4.6% above the 1947-49 average 
(although in 1954 it had been 9.6% above) despite 
an increase in consumer prices generally of over 
50%. 


The Big Freeze in Refrigerators 


There is little doubt but that many producers of 
refrigerators wish they were not in the business. 
The increase in brand names that appeared on the 
market between 1955-57 was accompanied by a 
20% drop-off in housing starts beginning in late 
1956. Here was a decline in a most important mar- 
ket. Since nearly all existing homes in the U.S. are 
already equipped with refrigerators, sales depend 
primarily on new homes and replacement demand. 
The replacement demand, which accounts for 75% 
of the market, can be unreliable because, should 
consumers decide to tighten their purse strings a 
little, the old refrigerator can usually be made to 
last another year or two longer. This postponable 
purchase, according to manufacturers, has an un- 
bearably long life, especially for families who are 
not style-conscious enough to be susceptible to 
fancy advertising. By the end of 1959 it was esti- 
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mated that the market for refrigerators was 98% 
saturated. 

However, 1960 started out with an unbelievably 
optimistic tone. The end of the steel strike was 
reason to step up production to an all-out pace in 
January. Unfortunately, the consumer did not co- 
operate by buying more, and inventories soon began 
to pile up at the retail level. By late spring the game 
began to get rough. General Motors’ Frigidaire 
Division cut wholesale prices by $6 to $40 on its 
entire line. This was in answer to General Electric’s 
earlier price cuts of $10 to $30 on four of its key 
models. Nothing more damaging to profits can be 
conceived than a price cut on top of a previous price 
cut, or a contest between two giants who account 
for 40% of the market and who use this method to 
fight it out. Virtually the entire industry was forced 
to meet the lower prices. Between January and June 
prices for refrigerators dropped 20% to 30%, ac- 
cording to two recent surveys. Commented one of 
the producers who wished he were not in the re- 
frigerator business, “With the present price struc- 
ture, we lose $20 a unit, but we keep the plant 
running. If we shut down our losses would double.” 
But what about the consumer—isn’t he happy 
about the lower prices? The answer seems to be, 
not especially. Retail sales continue to drag despite 
the lower prices. Apparently even a $40 price cut 
on a $350 refrigerator is not enough, or else this is 
one of the years when the old one is working fine. 

The two large producers in this field, of course, 
have a high degree of integration, making their own 
motors, for example, with a cost saving over others 
who purchase most of their parts. The automation 
at the Louisville G.E. plant is also impressive, with 
the various stages of refrigerator production care- 
fully controlled and keyed into an expensive IBM 
card control system. While it is unfortunate that 
all must suffer when the two large competitors put 
on their brass knuckles, it might be said that the 
quality of product they offer consumers sets a con- 
sistently high goal for others. 

The woes of the industry would be even worse 
except for the trend toward more use of frozen 
foods and the need for larger freezer space. Auto 
matic defrosting units have done much to create a 
desire to replace the old refrigerator. The more 
recent gimmicks of automatic ice cubes and auto- 
matic drink dispensers, however, would seem to 
have a lesser value. The National Appliance & Radio 
T.V. Dealers Association has begun an intensive 
advertising campaign to reduce by year-end the 
staggering 800,000 unit inventory. Their slogan: 
“Wanted: your old refrigerator.” 

Leading producers in the field in addition to G. E. 
and General Motors are Westinghouse; Philco— 
happier when making radio and T.V. sets; Admiral 
—also better known for TV sets; Whirlpool—which 
is more concerned with keeping Sears, Roebuck 
happy selling it washing machines; Borg-Warner’s 
Norge; American Motors’ Kelvinator; and Hupp. 
With no single major producer specializing only in 
refrigerators, this appears to be an industry of 
sidelines. 


What About Market Saturation? 


As mentioned above, part of the problem in re- 
frigerators stems from the fact that the present 
market is 98% saturated. According to a survey 
published in Electrical Merchandising 93.1% of the 
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98 % ~ 
ably | 21 Companies With Varying Stakes In Household Appliances 
was ™ panna ——————— ee ae 
e in Net Sales Ist 9 Months Indic. 
Percentage of Home Per Share Net Sales Earning Per Div. | 
Danan Appliances Sales Share Per Recent Div. | 
‘gan to Total Sales + 1958 1959 1959 1960 1959 1960 Share Price Yield | 
ame (Millions) 1960 * 
4 - — | 
+. Admiral Corporation Appliances scles 25% .... . 7 $58 $1.71 $90.8! $95.2! $57! $.24! WW 
ric’s | American Motors Kelvinator division less than 20% 1.55 3.39 688.7! 865.0! 2.79! 2.44! 1.00 20 5.0% 
key Amercan Radiator & S. S. Heating & Air-Conditioning 25% 1.25 1.80 384.2 362.6 1.21 78 .80 W 7.2 i> - 
’ be | Arkansas-Lovisiana Gas Heaters and Gas appliances 18% 1.27 1.68 51.8! 56.0! 95! 98! 1.00 32 3.1 
rice Borg-Warner .. Appliances, air-conditioning and 2.34 4.36 484.2 451.4 2.83 1.96 2.00 32 6.2 
unt building equipment 35% 
1 to Carrier Corporation .. Small heating, cooling and air- 3.27 3.62 195.7 192.0 2.60 1.18 1.60 29 5.5 
| condit. units for homes 26% 
‘ced Chrysler Corp. Small percentage, not reported. 43.88 462 1,964.3 2,385.6 2.73 2.84 1.00 43 2.3 
une | Fedders Corp. Room air-conditioners 50% 1.17 1.57 38.3 51.4 1.03 1.82 1.00 17 5.8 
a | General Electric ... Consumers products 26% 277 3.17 3,142.3 3,053.2 2.16 1.91 200 75 26 
| General Motors ..... Frigidaire end other appliances 2.21 3.05 8,857.1 9,309.7 2.55 2.45 2.00 42 4.7 
re- divisions about 6% 
“uc- | Hupp Corporation . Air-condit. and heating 45% .20 .50 54.8 56.3 .30 15 t 7 
ant | Maytag Co. occ About 90% 2.91 3.92 93.5 83.9 307 244 200 32 62 
le. Mc Graw Edison ............ .. About 50% 204 294 1315 1520 1.15 125 140 32 43 
ppy Phileo Corp. .oeecccecccsseeecsenveee About 60% 61 1.67. 181.32 194.21 54! 43! 19 
be, Radio Corp. of America Commercial Manufacturing and 2.01 2.59 978.2 1,061.0 1.80 1.46 1.005 52 19 
ite service 41% 
cut Siegler Corp. ............... Heating and cooling equip. 28% 1.36 1.71 21.12 20.2" 50° 40° 40° 25 1.6 
3 is Stewart-Warner . Heating and air-conditioning 1.60 2.40 86.3 82.2 1.77 1.45 1.40 24 5.9 
7 small percentage. 
“se, Sumbean Corp. ... Almost 100% 3.32 3.80 22.2% 29.65 52% 513 1.65 54 3.0 
wn Trane Co. ....... vers Air-conditioning over 50% 2.82 2.36 62.0 75.4 1.58 2.11 .90 66 1.3 
ers Welbilt Corp. ................. Stoves 60%, air-condit. 25% .09 21 18.9 23.8 VW 12 4 
ion Westinghouse Electric Consumer products 28% 2.13 2.43 1,408.3 1,457.2 1.59 1.71 1.20 47 2.5 
= * Estimate of indicated dividend rate. '__6 months. 45% in stock. 
2M d—Deficit. 21st fiseal quarter ended Sept. 30. 5_Plus stock. 
_ r '— Approximate. 3__1st fiscal quarter ended June 30. 
1a a ines 
ut 
he 50.6 million wired homes had washers at the end of higher price is charged. Since the Maytag machines 
mn- 1959, a surprisingly high 89.9% had television sets, require far less servicing they are popular with 
72.5% had vacuum cleaners, 96.1% had radios, and dealers who would rather concentrate on selling 
nse only 12.8% had air conditioners. Yet the field of than running a repair shop. Customers also usually 
en room air conditioners is one of the trouble spots in approve. As the only large producer that sells direct 
1to appliances—where price-cutting has become an ac-_ to dealers, rather than going through jobbers, May- 
den cepted industry practice. A room air conditioner, of tag is very close to the problems of the dealer. The 
why course, is a luxury appliance that does not have company has turned down offers to tie in with large 
H0- benefit of year-around use. Other luxury appliances distributing organizations, as Whirlpool has done 
to that have only a small degree of saturation are dish with Sears, Roebuck, although unwedded Montgom- 
lio washers (6.3%), dryers (17.8%), freezers (22.1%), ery Ward could be a large, worthwhile outlet. 
~ and electric blankets (21.3%). Big appliance mak- It is of interest that, with these policies, Maytag 
he ers such as General Electric have branched out into has made life more enjoyable for itself than many 
ne most of these accessories as well as selling a full of its street-fighting competitors have done. In 1959, 
. line of the more important items. despite the disrupting effect of steel shortages due 
E. . 7 . ; to the strike, the company showed a 22.6% pretax 
_ Washing Machines — Still a Big Item profit margin, a degree of profitability almost un- 
al Whirlpool is possibly the leader in the home heard of in the appliance field. By contrast its close 
mn laundry equipment field, although General Electric competitor, Whirlpool, had a pretax margin of 
“ and General Motors are also important factors. 9.8%. Most of the other members of the home 
. Philco is solidly committed to this market with its laundry field produce washers only as a sideline to 
- Bendix line. Others include Westinghouse, Borg- other business. 
- Warner, and McGraw Edison. Maytag, known as a short-line manufacturer, 
Maytag is an especially interesting producer in produces relatively few models in an attempt to do 
this field, and unique among its competitors. Rather an especially good job on what it does produce. 
than produce everything from toasters to refriger- For years investors have considered this lack of 
" ators, as so many other companies do, its manage- diversification a shortcoming, and have further 
+t ment has held firm to a policy of specializing in home thought that the company’s high profit margins 
oe laundry equipment, although the company does dis- must surely be pulled down in the face of competi- 
4 tribute a few related products made by others. tion. So far, this has not happened. It may be, how- 
“ Emphasis is on superior quality and a slightly ever, that Whirlpool’s (Please turn to page 258) 
ET 
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The Record 


Political leanings of the aver- 
age investor are conservative. 
Thus, it can hardly be happen- 
stance that in Presidential elec- 
ion years since 1912 the stock 
market recorded some gain be- 
ween election and the year end 
ifter seven out of eight Repub- 
ican victories but did so in in 
mly one out of seven election 
years in which a Democrat won. 
in any event, some year-end rise 
wr rally from the poorest Decem- 
ver level is the most realiable of 
narket “habits.” It usually does 
10t last long when prospects for 


ror PROFIT ann INCOME 


are adverse, as is so in the pres- 
ent instance. 


Dividend News 

Despite a fair number of in- 
dividual exceptions, the over-all 
dividend news is becoming pro- 
gressively less cheerful. In Oc- 
tober there were 102 extras, 
against 116 a year ago; 68 in- 
creases, against 91 a year ago; 
and 25 reductions or omissions, 
compared with only 12 a year 
earlier. Both in number and in 
dollar total, the November-De- 
cember year-end extras figure to 
be under those of 1959, even 
though they were held down last 


























»usiness and corporate profits year as a result of the impact of 
INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1960 1959 
ND MN IID acs cinirsecscsrnektintenconasnamacnnaie Quar. Sept. 30 $.73 $.65 
General Foods Corp. . Quar. Sept. 30 68 61 
Kaiser Alum. & Chemical . Quar, Sept. 30 31 .05 
H Monarch Machine Tool ..................cccccccccees Quar. Sept. 30 .20 10 
American Electric Power ..............c.ccccce0000 pera 12 mos, Sept. 30 2.53 2.38 
R. J. Reynolds Tobacco .. . Quar. Sept. 30 1.34 1.20 
IETS ae roe ae eee ee Quar. Sept. 30 32 10 
First Charter Financial Corp. ....0..........ccccc00 9 mos. Sept. 30 1.48 1.17 
MacAndrews & Forbes Co. o.........cccccccsecscssessees Quar. Sept. 30 55 42 
FT ES eee 9 mos. Sept. 30 2.36 2.01 

















the steel strike on earnings. 
Yield Versus Growth 

Some investors need or desire 
a “good” income yield. But it 
should never be forgotten that an 
uncommonly high yield is indica- 
tive either of speculative risk or 
absence of profit growth. That is 
so of all main types of stocks, 
including those classed as con- 
servative. An illuminating ex- 
ample is the contrast between 
Liggett & Myers and Reynolds 
Tobacco in the cigarette field. 
The former, now at 83, yields 
about 6% on a $5.00 dividend. 
The latter yields only 3.1%, at 
84, on a $2.60 dividend. But the 
Liggett & Myers dividend is no 
higher than it was as far back 
as 1939 or 1929; and the stock 
is now over 23% under the mar- 
ket levels reached in both of those 
years. The buyer of Reynolds 
even at its 1929 high now has 
appreciation over 150% and, as 
a result of numerous dividend 
boosts, is getting a return close 
to 7.9% on investment cost. Many 
other similar examples could be 
cited. 


Too High? 
The other side of the coin is 
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that indefinite growth is not as- 
sured for any company, and that, 
where good growth is presently 
indicated, you can easily pay too 
much for it. Growth gets popular 
recognition after there has al- 
ready been a great deal of it. 
There is more to be said for hold- 
ing growth stocks that were 
bought when they were much 
cheaper than for paying present 
premiums in new buying, even 
though prices in most cases are 
well down from the highs. For 
instance, Florida Power & Light 
could have been bought at under 
14 times earnings in 1955 to yield 
3.7%, against 26 and 1.7%, re- 
spectively, now. The 24 times 
earnings ratio of General Foods 
is double that at the lowest 1956 
price. Bell & Howell sold under 
10 times earnings at its 1957 
low, compared with 27 times at 
present. Minneapolis-Honeywell 
sold as low as 17 times earnings 
in 1956, against 40 times now. 
Lily-Tulip Cup could have been 
bought at less than 13 times 
earnings in 1956, against 22 
times now. In all of these cases 
and many others the rise in valu- 
ations has been much more phe- 
nomenal than the growth of 
earnings. 


Revion 


worth holding and has above- 
average merit for buying on pos- 
sible further price dips. 


Shattuck 


This stock was recommended 
here in July at 1554. It is cur- 
rently up nearly 40% at 22. It 
will take a fairly extended time 
for improvement in earnings to 
justify this price, although some 
moderate further rise is quite 
possible over the near term. The 
valuation is around 20 times 
earnings. Few of the best retail- 
ing stocks are selling over 15 
times earnings. Take profits at 
22 or better. Hold if the issue 
has reacted appreciably before 
this comment reaches you. 


Bank Stocks 


In line with easing money 
rates and expectation of reduced 
loan demand during’ business 
recession, representative bank 
stocks fell by an average around 
14% from their late-1959 highs 
to subsequent 1960 lows in a per- 
formance not greatly different 
from that of the general market. 
But they have stabilized in a 
narrow range for some weeks and 
now appear to be among the least 
risky buys for conservative in- 
come accounts. As a rule, operat- 
ing earnings have held up well 








stocks to list here, including some 
“local” issues which have been 
gold mines for long-term holders. 
Among the major New York City 
Banks, a few of the best stocks 
are Bankers Trust, Chemical 
Bank New York Trust, Bank of 
New York, First National City, 
Irving Trust, Manufacturers 
Trust and Morgan Guaranty 
Trust. Among stocks of banks 
in other areas, a few of the best 
are Bank of America, Continen- 
tal-Illinois, First National of Chi- 
cago, First National of St. Louis, 
National of Detroit and First 
Pennsylvania. 
Automobile Stocks 

From the best level in’ 1955, 
which was the peak year in car 
sales, to the early 1960 high, the 
automobile stock group had a net 
gain of less than 12°, compared 
with about 40% for the indus- 
trial average. From 1960 high 
to recent low, from which there 
has been only a modest rally, the 
group fell about 30% more than 
the industrial list. Obviously, it 
has lost a great deal of its earlier 
investment-speculative favor. Ob- 
viously, the reason is reduced 
profitability stemming from wan- 
ing public interest in “fancy” 
cars and the growing position of 
compact cars and of other more 





























_ The two top officers of this or gained slightly in earlier years economical models. It is ques- 
it highly successful maker of cos- of postwar business recession, ‘ionable whether the group has 
on metics and toiletries recently ar- with dividends remaining well Yet Put its low behind. Whether 
~~, ranged sale of 130,000 shares via covered and secure. Total earn- it has or not, our belief is that 
-~ a secondary offering. As it leaves ing assets will be higher under longer-term potentials have be- 
om them with 1,105,760 shares, it official expansion of the money Come sub-average. This is now a 
in was obviously a matter of estate- supply. Total loans may average field for cyclical speculation at 
a, tax planning, unrelated to com- little if any under this year’s level mes, not for investment—and 
ex- pany prospects. Why didn’t they in 1961. Return on them will be this is not the time for specula- 
—_ sell when the stock was nearer lower, income from increased in- tion in it. 
lds its earlier high of 7032, against vestments in Government obliga- Shift to Caution 
ld. 55 at present? Answer: neither tions will be higher. Most of the In terms both of the : t 
lds insiders nor outsiders have much leading stocks are priced at 12 to of buying - = = aaa aa ti 
nd. chance of guessing a stock’s top 13 times operating earnings, with creased Bar orn a Sais ; na 
ot or bottom. The issue is reason- dividend yields ranging from a po coger A income stocks the = 
oo ably priced at less than 13 times little below to a little above 4%. was a further shift t ede ~~ 
se likely record 1960 earnings. It is There are too many good bank {ion in the ionster annie 
= tions of investment companies. 
) > " « ve + cg > ate , + . »< Te) 
“1 DECREASES SHOWN IN RECENT EARNINGS REPORTS - _—— ; a de ethoelgg tree 
se 1960 1959 and of “balanced” mutual funds; 
ids Federal Paper Board “ . 12 weeks Sept. 10 $.53 $ 91 less so, as usual, of mutual stock 
as I ic al ln ea nalicanlahamaelelan Quar. Sept. 30 53 99 funds. Favored stock groups on 
as Filtrol Corn. sdnaiediesetcuelicocusins tsetse Quar. Sept. 30 45 74 the buying side were princi- 
nd TEAL Quar. Sept. 30 42 76 pally aircrafts, finance companies, 
se SL EES te eee Quar. Sept. 30 49 87 foods, soft drinks and electric 
ny Delaware & Hudson Co. ...n.ccccccccccccsseseeseeeeees 9 mos. Sept. 30 13 1.46 and gas utilities. There was con- 
be Glidden Co. ............ NOR Tee eee eR eT Year Aug. 31 2.90 3.31 siderable selling in aluminum, 
IRE RT Quar, Aug. 31 69 84 automotive, rubber, steel and tex- 
5S Quar, Sept. 30 Al 67 tile stocks. The most favored 
, Container Corp. of Amer. ......c.cccssssssssseessee Quar. Sept. 30 39 46 stocks were American Telephone, 
1S - (Please turn to page 262) 
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——_ THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 
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* Latest figures are preliminary. 


W in the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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This we have done in our Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 

As can be seen from the chart, industrial activity in itself 
is not a true gauge of the business outlook — the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes direction up or down a corresponding change in our 
economy may be expected several months later. 

The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of expansion or contraction in the making. When 
particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi- 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investmen* 
and business standpoints. 


Current Indications of the Forecaster 


The components of the Trend Forecaster have re- 
mained in an irregularly lower trend this Fall. The 
important new orders series has recently moved 
upward, but this improvement has been the result 
of a heavy volume of defense orders and further 
gains will depend on policies of the new Adminis- 
tration. Liabilities of business failures have also 
shown some betterment although the total is still 
far from satisfactory. Other leading indicators con- 
tinued to move downward in the latest period. Stock 
prices fell to a two year low in October, housing 
starts were off sharply in the latest month, non- 
residential construction contracts were lower, hours 
worked continued to recede, new incorporations 
dipped and raw industrial material prices were at a 
ten month low. 

The Relative Strength Measure, which summa- 
rizes the intermediate trend of the components, was 
still hovering a little above the minus 3 area and 

yas predicting a further slow decline in business 
activity. Penetration of the minus 3 level would 
indicate that a contraction of more serious propor- 
tions was imminent. 
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CONCLUSIONS IN BRIEF 


PRODUCTION — Output still falling slowly, led by auto 
industry which is planning widespread production cuts 
by year-end in order to reduce record stocks in hands 
of dealers. One bright spot is electric power where 
steady growth in the uses of electricity is holding output 
near record levels. 


TRADE — After a healthy rebound in October, consumer 
outlays are slipping again, with reduced employment 
reinforcing the cautious mood of the public. Look for 
further moderate cuts in hard goods during balance 
— year as consumers work to reduce heavy lead of 
instalment debt and rebuild liquid assets. 


MONEY & CREDIT — Both long and short-term money 
rates are still easing. Further relaxation can be expected 
as demand for funds slows down. Cuts in foreign Central 
Bank rates may induce some foreign funds to return to 
these shores and will give the Federal Reserve more 
scope for loosening of credit reins. 


COMMODITIES — Further slow erosion of prices has 
taken place in recent weeks. Price concessions for finished 
goods to continue as consumer caution mounts but this 
could be reversed next year if the new Administration 
follows inflationary policies. 
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OW that the dust of political battle has settled 

—after one of the closest elections in our his- 
tory—observers are trying to figure out what affect 
the results may have on business. 

In assessing the returns, it should be borne in 
mind that although a Democrat is now in the White 
House and that party has retained control of both 
houses of Congress, the victors have received no 
mandate to press forward with radical reforms. On 
the contrary, the new Congress appears to have a 
more conservative tinge than it did in the Ejisen- 
hower Administration and the next President will 
find it difficult to implement some of the liberal 
legislation that was advocated during the campaign. 
On the other hand, a strong Chief Executive wields 
tremendous prestige and power and if business waits 
until his course is clarified, it may affect some areas 
of the economy in the months ahead. 

One sector that will bear watching in this respect 
is capital spending which is usually sensitive to 
changes in the political atmosphere. Businessmen are 
well aware of the important role that labor has 
played in the election. If they are influenced by 
doubts regarding the President’s impartiality in 
union-management relations, they may decide to 
postpone or stretch out capital outlays and appro- 
priations until the outlook is clearer. Defense spend- 
ing and ordering may also reflect the election results 
in the near future, but in an upward direction. 

There is a good deal of unanimity regarding the 
need of greater effort in this field and the President 

(Please turn to the following page) 
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Latest Previous Year 

THE MONTHLY TREND Unit | Month Month Month Ago 

INDUSTRIAL PRODUCTION* (FRB) ........ 1947-’9-100 | Sept. 162 165 157 

Destin Deeds WU, .cccrccscsecesscseccseseese 1947-'9-100 | Sept. 166 169 158 

Nondurable Goods Mfr. ..... 1947-'9-100 | Sept. 160 162 159 

PIII scscnceuincaetnaebtencenscnaicsenbintisinsoeiens 1947-'9-100 | Sept. 126 128 119 

| 
I” setassticsineiciniaienmeninicdinnientes | $ Billions [ Sept. 18.0 18.2 17.8 

Durable Goods ......... $ Billions Sept. 5.7 5.8 5.8 

Nondurable Goods $ Billions Sept. 12.3 12.4 12.0 

IO I BIW accicscnccnsciesecceccermeeseen 1947-'9-100 | Sept. 142 144 144 

ee + 4 _— — 
MANUFACTURERS’ 

New Orders—Total® 0.0.0... cesses $ Billions Sept. 30.4 30.0 30.6 
I QUIN insccceitncsccinene-cencrnrsnss $ Billions Sept. 14.7 14.4 14.7 
Nondurable Goods «0.0.0.0... $ Billions Sept. 15.7 15.6 15.8 

IIE cerccnesessceansesseshvobinntissnnconiinin $ Billions Sept. 29.9 30.1 29.8 
Durable Goods $ Billions Sept. 14.3 14.4 14.1 
Nondurable Goods $ Billions Sept. 15.6 15.7 15.7 

= a 
BUSINESS INVENTORIES, END. MO.* ...| $ Billions Sept. 93.2 93.3 89.2 

Manufacturers’ $ Billions Sept. 54.8 55.0 51.9 

IIIT sc: csencectsnceudlanibnasinianinsuiian $ Billions Sept. 13.1 13.1 12.5 

NI Wiaiiicicisnnnanescwitasscinmaseniatweceneuicn $ Billions Sept. 25.3 25.2 24.8 

I I IIE cisccncsncccisconcadsccsvcides 1947-'9-100 | Sept. 168 169 160 

_ SS ae 
CONSTRUCTION TOTAL—* .................004. $ Billions Oct. 55.0 55.2 51.8 

EE See ee ene ee re $ Billions Oct. 38.3 38.8 37.5 
II siccicsnsniiascpsiconsrnunsciaeriaeeeole $ Billions | Oct. 20.9 21.7 21.7 
III xusccstetiasbinstbaccdastencanehieontenicsiian $ Billions Oct. 17.4 17.1 15.8 

Dicartieigs Bombe OH .ccccnscccccccvereccssesscnee Thousands Sept. 1077 1295 1509 

Contract Awards, Residential—b ....... $ Millions Sept. 1277 1433 1466 
NUE sek hcccacctuceecntuesnigsabuainds $ Millions Sept. 1841 1863 1592 

EMPLOYMENT 

IE I: scsrcescneetnesetassnnionsenincinensin Millions Sept. 67.8 68.3 66.3 

A Sept. 53.2 53.3 52.0 
INE iincisccncictensconcinsneesaisienicmitines Millions Sept. 8.5 8.5 8.1 
er Millions Sept. 11.7 11.8 11.5 
Factory* Millions Sept. 12.1 12.2 12.1 

Hours Worked Hours Sept. 39.6 39.8 40.3 

IE scncaesennccscneseinuns Dollars Sept. 2.29 2.28 2.22 

Weekly Bernings ...0:00:00-00ss0sescese0 Dollars Sept. 90.68 90.74 89.47 
PERSONAL INCOME™ .............00.000000000000 $ Biliions Sept. 408 408 384 

IT Ge GUID Sesiseciscieninisnensiccrsains $ Billions Sept. 275 275 259 

Proprietors’ Incomes ............seseeeees $ Billions Sept. 61 60 58 

Interest & Dividends .................:.:00:000 $ Billions Sept. 42 41 38 

Transfer Payments ....:..cccccessseserccessssees $ Billions Sept. 30 29 27 

I a $ Billions | Sept 16 16 14 

- | —— ee 
ST IIE vsakisnsncncncescioncieneessniane | 1947-'9-100 | Sept. 126.8 126.6 125.2 

BN cat iicdan icscsthasscevenasichancepeicxenslbencailidi 1947-’9-100 | Sept. 120.2 120.1 118.7 

SII -1isiicrsicncuseietnlaniipveegeiinnabuanisensaiiniunnn 1947-’9-100 | Sept. 110.5 109.3 109.0 

III is cusioticaiesancpviosavsevesencosnaononetes 1947-'9-100 | Sept. 132.0 131.5 129.7 

} 
MONEY & CREDIT [ | 

All Demand Deposits*® ...............0:.0000 $ Billions | Sept. 110.3 110.3 112.4 

Bank Debits®—g .........00:cccsccsscsscesscesoese $ Billions | Sept 89.3 101.4 95.3 

Business Loans Outstanding—c .......... $ Billions Sept 32.6 32.0 30.3 

instalment Credit Extended” ............. $ Billions | Sept 4.1 4.0 4.2 

instalment Credit Repaid* ................. $ Billions Sept 3.9 3.9 3.7 

FEDERAL GOVERNMENT 

BN IID sasinesinennsesiciseessnsnsctacnnie $ Billions Sept. 9.0 6.5 8.5 

Budget Expenditures ...............cccsseee $ Billions Sept. 6.8 6.8 6.3 

Defen:e Expenditures ......... vse} $ Billions Sept. 4.0 4.0 3.8 

Surplus (Def) cum from 7/1 ...........0+ | $ Billions Sept. (1.2) (3.4) (1.8) 





PRESENT POSITION AND OUTLOOK 





may be able to implement his pro- 
gram of increased defense spend- 
ing without much trouble. Increas- 
ed outlays here could go iar to 
counterbalance any hesitation that 
may develop in the field of new 
plant and equipment. 

Looking at business as a whole 
at this point, we find that most in- 
dicators are still pointing down- 
ward, although recent weakness 
has been cushioned to some extent 
by an increase in incoming orders 
and by a sharp gain in auto output. 
New orders have been buoyed this 
Fall by placement of large defense 
contracts and further improvement 
will depend toa great extent on the 
steps that the new Administration 
takes in regard to stepping up re- 
armament. 

Auto sales were high in October 
compared with a year ago, but 
allowance must be made for the 
early introduction of new models 
this year, which gave sales a boost 
that they did not have in previous 
Octobers. In any event, auto out- 
put, which had risen to a point 
well above sales. is now being 
gradually cut back and this read- 
iustment will continue as manufac- 
turers work to reduce top-heavy 
inventories in the hands of dealers. 

Despite the recent strength for 
autos and new orders, other areas 
of the economy remain listless. 
Unemployment rose contra-season- 
ally in October, according to re- 
liable estimates and industrial out- 
put appears to have receded 
further, with unfavorable effects 
on personal income. Residential 
construction is severely depressed, 
with new housing starts more than 
25% under year ago levels, despite 
easier mortgage rates and Govern- 
ment measures to spur demand. 
Wholesale prices have been weak 
in contrast to their trend in previ- 
ous postwar recessions while the 
cost of living continues to rise 
slightly. The dip in prices of finish- 
ed goods has hurt manufacturers’ 
profit margins and is a prime fac- 
tor in decisions to make further 
cuts in inventories. At the same 
time, the steady rise in consumer 
costs has cut into the public’s buy- 
ing power and has reduced de- 
mand. 
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OOK QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY PRESENT POSITION AND OUTLOOK 
In Billions of Dollars—Seasonally Adjusted, at Annual Rates italy ar ae _ 
pro- -  - —_ These indications of weakness 
end- | | - 1960 —1959—| in the current business picture 
eas- | — ar — — — point to the possibility of further 
- to : ______+_+_-____] contraction by the time the new 
that GROSS NATIONAL PRODUCT ................... 503.0 505.0 501.3 481.4 President takes office. In pre-elec- 
c Personal Consumption ............. 328.5 329.0 323.3 316.0 : statements the President-elect 
new Private Domestic Invest. ... 70.5 75.5 79.3 675| tion statements, the President-elect 
a TS 3.5 2.0 1.2 0.2} outlined measures that he would 
hole — PGIIIOS cnccsccncnssernecnrenscens = py: = a take to counteract recessionary 
: II citdackiplisiddighioathnianiiaiabiandenniineandinn y . <a os . bay Sena 
- in- “6 °°" gamma pratt 48.0 46.9 457 tas | tendencies, including low interest 
wn- semnees enien rates, tax cuts, depressed-area leg- 
ai PE AL INCOME ............. 408.0 404.2 396.2 384.8 Feloti , ' . ; F ae. 
1€SS Tax & Nontax Payments 50.5 49.9 49.2 46.3 islation and the promot On of ex 
tent Disponsable Income .............ccscceeeeeeeeee 357.5 354.3 347.0 338.5 pansion. At the Same time, both 
lers Consumption Expenditures ..............-+-+: 328.5 329.0 323.3 316.0] parties are committed to thorough- 
put. Personal Sewving—d wnnnnneveeeessernneeeeernne 29.0 25.2 23.7 225] going welfare legislation. including 
this CORPORATE PRE-TAX PROFITS ........... 7 £57 48.8 453 | aid to education, medical help for 
nse ee ore  aaitonenmeana ~e oy 23.8 223] the aged and increased income for 
4 orporate Net Profit ...............-..+. ‘ 4 25.0 22.9 Pa on °c — : . oo 
ent Dividend Payments ................... ie 14.0 13.9 13.9 136) farmers. All these things cost 
the Retained Earnings... . 9.5 1.1 93 money and assuming for the mo- 
i ent that Congressional approv: 
‘ion | PLANT & EQUIPMENT OUTLAYS ............ 36.9 36.3 35.2 33,4| Ment that Congressional approval 
re. would be forthcoming, they could 
THE WEEKLY TREND result ina sizeable budget deficit 
her : a 7 in fiscal 1961. 
but Week Latest Previous Year Unfortunately, fiscal experi- 
the es ; ——- Ending | Week Week Ago} ments are fraught with danger 
lels MWS Business Activity Index*....| 1935-’9-100 Oct. 29 | 3003 3006 2710 | When foreigners hold large claims 
wer rote nena gl seseneenees pe atl ~- ° _— — “— on our gold and our balance of 
: teel Production % cap, ........+-+.- of Capacity ov. 4. a tn Tae an ie ee 
ous Auto and Truck Production ....... | Thousands Nov. 5 171 175 82 payments Is 1n the red. In such cit 
ut- Paperboard Production .............. Thousand Tons Oct. 29 318 328 332 cumstances, we may find that our 
int Paperboard New Orders ........... Thousand Tons _ = 300 321 328 field of action is limited and that 
‘ Electric Power Output® ...............| 1947-'49-100 ct. 29 272.6 271.9 249.3 conomic _ . aw — . 
ing Freight Carloadings ................0-+ Thousand Cars | Oct. 29 621 637 588 the - ae a . nds ayre have ; to — 
ad- Engineerings Constr. Awards .....| $ Millions Nov. 3 373 348 252 their course if we are to avoid the 
lon Department Store Sales ..............| 1947-’9-100 Oct. 29 149 157 145 worse dangers of monetary de- 
— Demand Deposits—c ................. | $ Billions Oct. 26 60.3 59.7 61.2 raluati , bridled j att 
valuation and unbridled inflation. 
AVY Business Failures—s ................ a Number | Oct. 27 331 270 273 ‘ 
am *Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 
fol disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
eas | centers. (na)—Not available. (r)—Revised. (s)—Data from Dun Bradstreet. (t)—Seasonally adjusted, annual rate. Other Sources: Federal 
Sc Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 
on- THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
re- . —_ nen —_ ——— . ee ahs 
ut- No. of 1960 1960 1960 (Nov. 14, 1936 Ci.—00) High Low Oct. 28 Nov. 4 
led Issues (1925 Cl.—100) High Low Oct.28 Nov. 4 High Priced Stocks ......... aie ae 262.7 263.1 271.3 
ec Composite Average 482.5 410.9 410.9 421.6 Low Priced Stocks ...........00.0... 653.8 527.6 527.6 539.3 
cts — —___—__— ee 
ial 4 Agricultural Implements ....... 424.3 346.4 363.7 372.4 5 Gold Mining ............... —s 810.8 1165.5 1206.1 
a 3 Air Cond, (’53 Cl.—100) ...... 130.1 105.8 108.4 112.2 4 Investment Trusts .................. 170.6 136.5 136.5 139.9 
ed, 9 Aircraft (‘27 Cl.—100) ......... 1116.1 861.9 972.4 1005.6 3 Liquor (‘27 Cl.—100) ............. 1534.5 1098.2 1113.3 1128.3 
an 7 Airlines (‘27 Ci.—100) ......... 1044.6 736.7 736.7 780.7 7 Machinery ........ hinaenns " . 5128 402.9 413.4 429.1 
ite 4 Aluminum (‘53 Cl.—100) ..... 521.3 354.5 370.1 375.3 ED ciiecintninnniceietinnin 446.1 364.2 364.2 373.3 
5 5 Amusements ..........-...ccceceeesee 286.7 209.3 261.6 270.7 © ER Fe cencicteninienvin 286.8 223.9 234.9 240.3 
mn- 5 Automobile Accessories ........ 531.1 401.0 401.0 406.4 4 Mtl. Fabr. (53 Cl.—100) ...... 208.6 132.4 132.4 134.4 
nd. DS BI cccnnreceecesecccsnssess 157.0 100.0 100.0 101.6 9 Metals, Miscellaneous .. a 313.3 317.1 332.0 
ak 3 Baking (‘26 Cl.—100) .......... 39.1 34.9 36.8 37.2 © FREE cctncinnscicncemnnnes Seton 1237.1 867.3 867.3 905.5 
se 4 Business Machines ................ 1422.6 1159.1 1159.1 1185.5 16 Petroleum .......... siesdkiakien 736.9 609.0 669.2 691.7 
V1- OP  siciaiisictneiicnenninieenceses 809.6 657.3 665.3 689.4 16 Public Utilities ....... sian 393.4 341.6 372.7 376.2 
he 4 Coal Mining ae 36.0 27.2 27.2 29.3 6 Railroad Equipment .............. 99.8 76.9 77.8 77.8 
ise 4 Communications ................+. . 234.4 199.9 199.8 a 5 eee 70.1 49.9 49.9 51.9 
I OF INTIS ccsinenncavenseninceneneen 143.3 143.3 ef enon 850.1 690.3 813.8 835.6 
, - 5 Container .......... 824.6 824.6 855.9 | 11 Steel & Iron sei 464.9 325.4 325.4 334.7 
rs 5 Copper Mining ..... , 285.3 285.3 ma | See... wu 100.9 63.0 66.7 67.6 
UC- 2 Batdey PeeSeas ...00.0000000200.----- . 146.8 185.4 THG.BH | 2D Satlpbeerr .........cccrcccosccorescorcceees 655.9 563.1 569.3 600.2 
er 5 Department Stores ...............- 156.7 135.2 139.5 142.4 | 11 TV & Electron. (‘27—100) ... 119.4 86.8 86.8 90.1 
5 Drugs-Eth. (‘53 Cl.—100) ..... 4747 360.4 360.4 ee 233.0 183.3 183.3 182: 
ne 5 Elect. Eqp. (53 Cl.—100) ..... 3847 3107 310.7 329.2 | 3 Tires & Rubber 255.9 173.2 173.2 181.0 
er 3 Finance Companies .............-- 755.9 648.8 735.8 742.5 2 Se oe |S 182.5 210.7 212.46 
Vv. Be ii etisiatatieicnaie 504.1 419.3 477.3 386.2 | 3 Variety Stores ......cccseen 382.1 349.3 349.3 356.6 
le D Fie BIBIIS ccccercesesescccnscsovsenee 270.8 232.1 235.1 237.3 14 Unclassif’d (‘49 Cl—100) .... 295.1 226.6 226.6 231.9 
H—New High for 1960. 
| 
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Trend of Commodities 





SPOT MARKETS—Prices of leading raw industrial materials con- 
tinued to give ground in the two weeks ending November 4, 
although foodstuffs held firm. The BLS daily index of 22 
leading commodities fell 0.5% during the period with the 
raw industrial material component off 1.6%. In the latter 
category, hides, rubber and steel scrap showed sizeable losses 
while burlap, copper scrap and wool tops were up slightly. 


Among the broad range of commodities that make up the 
BLS wholesale price index, the nonfarm group was sporadi- 
cally lower in the second half of October while farm prices 
were moderately higher. The slow decline in overall prices 
is expected to continue for several months but a reversal 
could take place next year if it appears that the new Admin- 
istration is embarking on an inflationary policy. 


FUTURES MARKETS — Commodity futures prices were mostly 
higher in the fortnight ending November 4, with expecta- 
tions of a Democratic victory bosstering demand for farm 
products. At the same time, some imported staples sought 
lower levels. 


Wheat futures moved higher during the period with the 
May option adding 2 cents to ciose at 202',. Farmers have 
been reluctant to sell in recent weeks and this is attribu- 
table to income tax considerations and to hopes that a new 
Administration will help prices. A high level of export de- 
mand and recent signs of weakness in the dollar have also 
encouraged buyers. However, if prices rise above Govern- 
ment support levels, withdrawals of wheat from the loan 
would be encouraged and act as a brake on further advances. 
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BLS PRICE INDEXES | Latest 2 Weeks 1 Yr. Dec. 6 





1947-1949—100 Date Date Ago Ago 1941 

All Commodities ................. Nov. 1 119.0 119.0 118.9 60.2 
Farm Products ........000+ Nov. 1 88.2 87.7 85.4 51.0 
Non-Farm Products _...... Nov. 1 127.5 127.6 128.5 67.0 
22 Sensitive Commodities ..| Nov. 4 82.6 83.2 86.4 53.0 
EE. . asin | Nov. 4 76.1 75.7 747 465 

13 Raw Ind’‘l. Materials.| Nov. 4 87.2 886 95.4 58.3 
INU: ssetnsticsentigitiiieie | Nov. 4 87.8 88.9 104.0 54.6 
N° dacineiiiiindigenis | Nov. 4 79.9 788 796 563 





MWS SPOT PRICE INDEX 
14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939-—63.0 Dec. 6, 1941—85.0 





1960 1959 1953 1951 1941 


High of Year ....| 160.0 161.4 1622 2154 857 
Low of Year .... 152.2 152.1 147.9 176.4 74.3 
Close of Year .... | 158.3 1521 1808 83.5 





DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 





1960 1959 1953 1951 1941 


High of Year .... 148.7 152.7 166.8 215.4 84.6 
low of Year ...... 142.9 144.2 153.8 174.8 55.5 
Close of Year ..... 147.8 166.5 189.4 84.1 
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The Personal Service Department of THE MAGAZINE OF WALL STREET, 
120 Wall St., New York City 5, N.Y., will answer by mail or telegram, 
a reasonable number of inquiries on any listed securities in which you 
may be interested or on the standing and reliability of your broker. 
The service in conjunction with your subscription should represent 
thousands of dollars in value to you. It is subject to the following 


conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three 


intervals. 
3. 

addressed envelope. 
4. 

envelope. 
0. 


listed securities at reasonable 


No inquiry will be answered which does not enclose stampe d, self- 
No inquiry will be answered which is mailed in our postpaid reply 


Special rates upon request for those requiring additional service. 





Investor Asks Advice on Switch 
from F. W. Woolworth into 
Allegheny Ludlum Steel 


“I have been a subscriber to your val- 
ued magazine for many years and your 
counsel as always proved to be most 
helpful. I am an elderly widow depend- 
ent on income and safety of principal 
is important. I purchased F. W. Wool- 
worth a number of years ago at a much 
lower price. Recently, my broker ad- 
vised me to switch this holding into 
Allegheny Ludlum Steel to obtain.a 
better yield. I would indeed appreciate 
your usual careful advice in this mat- 
ter, as I cannot afford to make an in- 
vestment mistake. Thanking you again 
in this instance, as on past occasions.” 


C. M., Bethlehem, Pa. 


In advising the switch men- 
tioned in your letter, we feel that 
your broker may not have given 
full weight to your investment 
objectives of safety of principal 
and dependable income. It is true, 
that this switch would improve 
your immediate income return, 
but it would increase substan- 
tially the risk element and might 
well result in a lower return 
later. Further, in selling your 
F. W. Woolworth bought at a sub- 
stantially lower price, you would 
be giving up a position in the 
leading company in its industry 
with a long record of established 
and stable earning power, mod- 
erate growth and a well-protected 
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dividend. On the other hand, the 
purchase of Allegheny Ludlum 
Steel would involve an_ invest- 
ment in one of the smaller com- 
panies in an industry that is 
highly competitive and that nec- 
essarily shows fluctuations in 
profits from year to year. In 
other words, the current dividend 
would be less than well-secured 
and subject to the risk of reduc- 
tion if or when warranted by 
circumstances. For these reasons, 
we would not advise the switch 
suggested by your broker. Such a 
step might be taken by a business 
man able to assume investment 
risks, but in your own case we 
do not feel that this change in 
your holding would be warranted. 

Allegheny Ludlum Steel spe- 
cializes in the production of stain- 
less and electrical steels, although 
the company also produces tool 
and other high-alloy lines. About 
two-thirds of the company’s ca- 
pacity is in electric furnace facili- 
ties, and the balance is in open 
hearth furnaces. Finished steel 
includes sheet and strip mainly, 
and also bars, wire, tubing, forg- 
ings and castings. The company 
purchases its raw materials and 
therefore is not integrated. It has 
a position in titanium through 
joint ownership with National 
Lead in the Titanium Metals 


Answers to Inquiries... © 


° pete | 
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Corp. 

Sales of $230,660,000 last year 
were higher than the $201,720,- 
000 volume of 1958, but. still 
below the $285,960,000 peak vol- 
ume of 1956. Following a 17° 
decline in the first 6 months of 
this year, third quarter sales were 
higher than the strike-depressed 
level of a year ago. This year to 
date, there has been a sharp con- 
traction in demand for the com- 
pany’s products. Operations in 
the steel industry as a whole have 
been in a declining trend since 
January and the immediate out- 
look is not encouraging. 

After reaching a peak of $4.12 
per share in 1955, earnings de- 
clined to $1.52 per share in 1958 
and then recovered to $2.92 in 
1959. While earnings in the first 
quarter of this year increased to 
$1.24 per share from $1.18 a year 
ago, a sharp drop in profits was 
experienced in the second quarter, 
when earnings amounted to only 
19 cents per share compared with 
$2.02 a year previous. In the third 
quarter of this year, earnings 
amounted to 17 cents per share 
and to date the demand for stain- 
less and specialty steels has 
shown little, if any improvement. 

The annual dividend rate is 
$2.00 per share. The last quarter- 
ly payment of 50 cents per share 
was declared on August 19. It is 
apparent that the dividend was 
not earned in the second or third 
quarters of this year. At the cur- 
rent price of about 36, the stock 
has declined very substantially 
from its high of this year and 
the yield on the $2.00 annual 
dividend is about 5.5%, reflecting 
the element of risk in this issue. 

F. W. Woolworth operates the 
largest chain of variety stores in 
this country. The company also 
owns stores in Canada and, 
through subsidiaries, operates re- 


(Please turn to page 264) 
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A New Day For The Rails 
Through Large-Scale Mergers? 





(Continued from page 241) 


the expected economies, but this 
should be one of the most pro- 
ductive mergers in sight. The 
systems involved are so extensive, 
however, that it will be a matter 
of years before all planned physi- 
cal coordination can be completed. 


A Battle for Western Pacific? 


Although the two “Northerns”’ 
are not as closely competitive 
with other transcontinentals as 
many of the more closely-spaced 
eastern carriers are with each 
other, other western systems can 
nevertheless be expected to initi- 
ate protective merger proposals 
of their own. The first of these 
presages a contest between two 
major systems for control of a 
third line, closely comparable 
with the Central-C. & O. rivalry 
in the East. 

To an entirely unsuspecting in- 
vestment community 12,000-mile 
Southern Pacific recently an- 
nounced its ownership, through a 
subsidiary, of 10% of Western 
Pacifie’s outstanding stock, and it 
simultaneously applied for I.C.C. 
permission to control the latter 
road. But within a few days 
this move was challenged by ri- 
val, 13,000-mile Santa Fe, which 
claimed 20% control of Western 
Pacific. Santa Fe also topped 
SP’s bid to Western Pacific stock- 
holders, with a tentative offer of 
114 shares of its own for each 
Western share, vs. the share-for- 
share exchange suggested by SP. 
On the basis of current market 
quotations the latter offer is 
clearly inadequate. 

A Southern Pacific-Western 
Pacific merger would be of the 
parallel type, as the latter road, 
the last of the transcontinental 
lines to be built (completed in 
1909), closely follows the old 
Central Pacific, now a branch of 
the SP, from the Salt Lake area 
to central California. These two 
lines have already for many 
years, in fact, practiced coordina- 
tion in the form of paired track 
operation across the Nevada 
desert. 

In this case, nevertheless, geog- 
raphy would seem to favor a 
Santa Fe-Western Pacific hook- 
up. Unlike the situation of many 
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closely paralleling lines in the 
East, both the Western Pacific 
and the Central Pacific are pri- 
marily “bridge routes,” deliver- 
ing traffic between terminals, but 
originating relatively little en 
route. Accordingly, opportunities 
by merger for the elimination of 
duplicate facilities are relatively 
slight. Moreover, Santa Fe and 
Southern Pacific are both already 
such vast systems that the pres- 
ervation of competition between 
them remains a stronger need 
than it would be in the East. The 
two roads generally follow each 
other closely, although SP does 
penetrate both the Northwest and 
the Gulf Coast area, while the 
Atchison reaches both Chicago 
and the West Coast over its own 
rails. The SP also participates, 
by interchange with the Union 
Pacific at Ogden, in the central 
route. It would seem to be in the 
better interest of shippers to give 
the Santa Fe a central route as 
well, rather than turning both of 
the central transcontinentals over 
to the S.P. 

As a short line, by western 
standards, the Western Pacific 
has been obliged to develop close 
relationships with other railroads 
to protect its traffic, and its logi- 
cal affiliation has been with the 
Denver & Rio Grande Western. 
With this mountain-penetrating 
line it has, in effect, established 
a single through route, operated 
in close competition with the 
Union Pacific and Southern Pa- 
cific. Several lines (the Burling- 
ton, Rock Island and Santa Fe) 
furnish reliable connections east 
of Denver and Pueblo for the Rio 
Grande, but if the Western Pacific 
should enter the Santa Fe camp 
it seems probable that the Rio 
Grande would ultimately follow, 
as it would then provide a con- 
nection between eastern Colorado 
and Salt Lake to complete a sec- 
ond Santa Fe transcontinental 
line. 

Other Mergers in Sight 

Consolidation of major rail- 
road systems, involving the deter- 
mination of possible economies, 
the appraisal of the relative in- 
terests of stockholders of the 
combining roads, the opposition 
of competing roads which see es- 
tablished traffic patterns threat- 
ened, the concern of labor to 
protect its jobs, and the satis- 
faction of public authorities, is 
always a protracted and difficult 
task. Thus, some of the mergers 


just described, although all of 
them are relatively far advanced, 
may not yet be completed for a 


matter of years. Nevertheless, 
railroad merger is going to be 
an intensely contagious affair. 
This means that the fulfillment 
of each important merger will 
provide a strong stimulus to 
many more, and that obstacles 
that were formerly considered 
formidable (like Northern Pa- 
cific’s oil interests) will somehow 
be settled in the face of the com- 
petitive threat of rival mergers. 

Other mergers that are in an 
early discussion stage include 
Milwaukee with Rock Island, Mis- 
souri Pacific with Chicago & East- 
ern Illinois and Lehigh Valley 
with Pennsylvania. Other medium 
size roads—Chicago & Great 
Western, Monon, Missouri—Kan- 
sas-Texas-Florida East Coast and 
so on—will also find independence 
increasingly difficult and will ul- 
timately have to seek affiliation 
with larger neighboring carriers. 


The Successful Norfolk & Western 
and Virginia Merger Pays Off 
In few cases will it be possible 

to realize maximum economies 
from consolidation as rapidly as 
has been done by the Norfolk & 
Western and Virginian, which 
came together a year ago. Here, 
savings in excess of $12 mil- 
lion annually were very quickly 
achieved. The conditions on these 
two coal-carrying roads were 
peculiar however, and the prob- 
lems largely physical. Compli- 
cated traffic relationships with 
shippers and other roads were 
not involved. 

Just the same, merger offers 
the hope of substantial and early 
economies in nearly all carefully 
conceived plans, and it will be in 
the interest of investors to sup- 
port most merger proposals. 

It is also to be hoped that man- 
agement will avoid expensive and 
delaying struggles between roads, 
of a character more suited to the 
era of Drew and Gould, but will 
rather exhibit a spirit of healthy 
compromise. The roads must be 
made aware, as some of them do 
not yet seem to appreciate, they 
that are now competing not pri- 
marily with each other but with 
other forms of transportation. 

Of course, large-scale merger 
will not be a panacea for all the 
railroads’ problems. But it will 
provide a very much stronger 
foundation for the attack upon 
these problems. END 
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PUGET GENERATING CAPACITY UP 81.5% IN FOUR YEARS. Above is 
Puget’s new Upper Baker Dam which generates 103,000 
kilowatts of power. This project is completely automatic and 
self-operating; the only manpower needed is for mainten- 
ance. Through our own hydro projects and long-term pur- 
chase agreements with others, we expect to have sufficient 
power to meet a peak demand that probably will reach 
1,200,000 kilowatts by the mid-1960’s. 





GENERAL OFFICE BUILDING. This modern building symbolizes 
the new look of Puget. In the past five years we have opened 
36 new office buildings, line headquarters and service 
buildings to meet the growing demands of the 820,000 
people in our service area. 





RESIDENTIAL SALES GIVE SOLID BASE TO GROWING TOTAL 
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1956 1957 1958 1959 1960 
KILOWATT-HOUR SALES (in millions) FOR YEARS ENDING JUNE 3Oth 
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KILOWATT-HOUR SALES KILOWATT-HOUR SALES 








PUGET POWER ...1960 GROWTH 


REPORT 








“GIRAFFE” TRUCKS IMPROVE EFFICIENCY. Puget’s new aerial lift equip- 
ment takes men up to 45 feet, helping to reduce pole climbing 
and to speed overhead installation and maintenance. New equip- 
ment and methods have helped the Company serve more cus- 
tomers yearly with fewer employees per customer. 








EXECUTIVE TEAM. The Puget Power management team (average 
age is 50; average years of utility experience, 24) recently was 
photographed at the opening of new executive offices in 
the Washington Building. Seated from left to right: J. E. 
Anderson, treasurer; E. A. Fontaine, vice president; L. E. Karrer, 
vice president; J. H. Clawson, president; L. A. Williams, vice 
president; R. F. Plymire, vice president; H. P. Forman, vice presi- 
dent; Ralph Davis, secretary; and F. W. Kimball, vice president. 


PUGET SOUND POWER & LIGHT CO. 
1400 Washington Building+Seattle 


PUGET POWER 











Saturation Hits Profits For 
Home Appliance Makers 





(Continued from page 247 


tie-in with Sears, Roebuck should 
be regarded as a more valuable 
asset suggesting perhaps a more 
rapid sales growth and the op- 
portunity, at least to somewhat 
increase its existing low profit 
margins. However the present 
stage of the business cycle does 
not yet suggest that purchase of 
appliance stocks is warranted. 


Comments on Selected Appliance 
Makers 


American Radiator & Standard 
Sanitary (11). As a leading factor 
in heating and plumbing equip- 
ment, as well as air conditioning, 
this company also has a strong 
foreign position in eleven coun- 
tries. An anti-trust consent de- 
cree has ordered the sale of its 
Youngstown Kitchen Division, 
which brings no tears since it has 
been a consistent money-loser. The 
sale of these assets may bring 
about $20 million for profitable 
investment, and earnings should 
look better with some of the red 
figures eliminated. 

A lift in housing starts—a 
trend which may now be under 
way with government help— 
would be a direct help to the 
company. The stock seems to 
have discounted all conceivable 
bad news in selling down to near 
its 10-year low. A better than 
50% capital gain potential is ap- 
parent if the stock can merely get 
back to its 1959 high of 1814, 
still far below the record high of 
27 achieved in 1955. The company 
has a strong financial position 
with a current ratio of better 
than 3.5 to 1. Even so, this de- 
flated stock should be considered 
only a business man’s risk and 
purchased with the thought that 
the dividend will in all likelihood 
be reduced, a fact probably dis- 
counted in the price, and that 
1960 earnings may be no more 
than $1.00 compared with last 
year’s $1.80. Several financial 
firms favor this as a speculation, 
one of them aptly pointing out 
that during the last 10 years pur- 
chase of the stock at around 12 
at various times has usually re- 
sulted in a substantial capital 
gain. Perhaps history will repeat. 

Arkansas Louisiana Gas (32). 
This natural gas company serv- 


258 


ing Arkansas, Northern Louisi- 
ana, and East Texas has diversi- 
fied to such an extent that natural 
gas earnings now account for 
only about 39% of total net. The 
company also manufactures and 
sells gas air conditioners, gas 
heaters, gas lights and signs, and 
even period furniture, fiberglass 
boats, horsedrawn buggies, and 
harness. (These items make 
money even though a common 
denominator among them is not 
apparent even to a natural gas 
specialist.) Earnings are officially 
estimated at $1.70 fer 1960 vs. 
$1.68 in 1959, and prospects for 
1961 are enhanced by completion 
of a new natural gas pipe line 
in Arkansas. Acquisition of Con- 
solidated Gas Utilities broadens 
the marketing area to Oklahoma 
and Kansas. Prospects for growth 
would seem to stem more from 
natural gas than increasing the 
sale of appliances and its other 
“well diversified” activities. 
Borg-Warner (32). About 35% 
of the business is in auto parts, 
where clutches and automatic 
transmissions are important. 
While the company sells fewer 
automatic transmissions for com- 
pact cars, it recoups this loss on 
the higher demand for clutches. 
The appliance operation, primar- 
ily air conditioning and refriger- 
ation equipment, is of slightly 
lesser importance than automo- 
tive parts while defense business, 
specialty steels, and agricultural 
machinery parts make up the 
balance. President Ingersoll re- 
cently estimated 1960 earnings at 
$3.00 per share vs. an earlier 
estimate of $4.25 and last year’s 
results of $4.36. Norge appliances 
have not helped matters much 
this year, although he sees hope 
next year for some recovery in 
the York Air Conditioning Divi- 
sion. Longer term optimism stems 
from possible use of automatic 
transmissions in trucks and the 
new dry cleaning machine to be 
put on the market this spring. 


Carrier Corp. (29). Most ana- 
lysts agree now that Carrier, the 
largest producer of air condition- 
ers, made a mistake when it 
purchased Elliot, producer of 
electrical equipment and steam 
turbines. It paid a top price just 
before its earning power practi- 
cally evaporated. Be that as it 
may, where do we go from here? 
The company has an unfortunate 
labor situation with the United 
Steel Workers in Syracuse, and 





even slightly higher wages at the 
company’s multi-story plant there 
will certainly not help in the light 
of stiff competition. The heavy 
loss in the second quarter when 
most of the labor trouble oc- 
curred justifies only the hope that 
the $1.60 dividend may be nar- 
rowly covered for the year ended 
Oct. 31, 1960, the payment having 
already been cut a few years ago 
from $2.40. In fiscal 1959 the 
company earned $3.62. 

General Electric (75). House- 
hold appliances of this giant 
company, which had total sales 
of $4.5 billion in 1959, account 
for 25% of total sales and cover 
every conceivable appliance from 
electric frying pans to refriger- 
ators. The slow demand for ma- 
jor appliances and the depressing 
effect of lower prices have helped 
in a real way to dampen this 
year’s earnings prospects which, 
with the effects of a strike, indi- 
cate that 1960 net may fall 20% 
short of last year’s $3.17. Down 
somewhat from its 1960 high, the 
stock continues to be a good long- 
term investment. 


McGraw Edison (32). The Au- 
gust acquisition of American 
Laundry Machinery for 817,613 
shares put the company solidly 
into the commercial laundry field. 
Consumer appliances include 
power tools, home laundry equip- 
ment, fans, toasters, as well as 
air conditioning equipment, the 
brand names Toastmaster, and 
Tropic Aire being well known. 
Nearly one half of sales consists 
of equipment sold to public utili- 
ties for electric transmission. 
This business has done well, off- 
setting some drop in appliance 
earnings and suggesting that 
1960 net may equal last year’s 
$2.94, which is adjusted to in- 
clude the merger. 

Philco (19). Home appliances 
include radio and TV sets, re- 
frigerators, home freezers, and 
air conditioners as well as the 
distribution of automatic wash- 
ers, dryers, and electric ranges 
made by others. Consumer lines 
accounted for about 66% of total 
volume in 1959 and electronic 
activities 34%. The poor appli- 
ance market has hurt earnings 
this year, as have development 
costs for the new Philco 2000 
computer. Currently the earnings 
outlook is bleak with final net per 
share expected to be well below 
last year’s $1.67. Reflecting this, 
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GLIDDEN REPORTS FOR 1960 


atat-Valedt-iMali>lalite als) 
from The Glidden Company 
1960 Annual Report 





Net sales $197,490,831 
Income before taxes $13,638,356 
Net income $6,690,356 
Per share $2.90 
Dividends $4,620,700 
Per share $2.00 

Depreciation and 
amortization $6,959,971 
Per share $3.01 





Expenditures for plant 
and equipment $8,764,000 


‘ samous 


SauUoCL ny) 
. 4.8 






Working capital $59,721,934 
Current ratio 4.97 tol 
Shareholders’equity $92,846,742 
Per share $40.18 


Number of shareholders 20,969 


Number of employees 6,151 











You are invited to write 
for a copy of The Glidden 
Company 1960 Annual Report 





THE GLIDDEN COMPANY 


creating profit opportunities for business and industry WIth  ,,. cicsen compony 


Union Commerce Building 


PAINTS °« FOODS °« CHEMICALS Cleveland 14, Ohio 





(Continued from page 258) 
the stock at below 19 is selling at 
one half its high of earlier this 
year. 

Siegler Corp. (25). About two 
thirds of the volume comes from 
military and industrial electron- 
ics, particularly amplifiers, where 
the company has made great 
strides in recent years. The con- 
sumer line of radio and phono- 
graph sets has done unusually 
well with the expansion of dis- 
tribution outlets, the Olympic 
line of TV sets showing a gain 
of 25.7% and radios 35.8% for 
the year ended June 30, 1960. 
The stock, near its 1960 low vs. 
a high of 43, suggests the feeling 
that earnings growth may pla- 
teau out for a year at least, with 
added competition in appliances 
and perhaps less profitable gov- 
ernment work in prospect. It 
appraises fiscal 1960 earnings of 
$1.71 at 14.6 times. In fiscal 
*59 the company reported $1.36. 
Merger with Jack & Heintz (mis- 
sile and aircraft components) 
may help earnings per share but 
commits the company even more 
to defense work. Over the long 
term, prospects in electronics ap- 
pear favorable for Siegler. 


To put it all 
in a jet pod... 


Sunbeam Corp. (54). Unlike 
most appliance producers Sun- 
beam expects to show record 
earnings this year. Sticking to 
its last, like the successful shoe- 
maker, the company has done 
well with small appliances. The 
brands Mixmaster, Coffeemaster, 
and Shavemaster are well estab- 
lished, and the company does a 
good job with automatic toasters, 
electric clocks, and frypans. Its 
entry into the limited electric 
lawn mower field and in vacuum 
cleaners were only slightly out 
of character. In April the com- 
pany acquired John Oster Mfg. 
Co. for 230,000 shares, adding 
about $35 million to its sales vol- 
ume of roundly $130 million. This 
puts the company into the beauty 
and barber supply field and also 
gives it an established electronics 
division with government sales. 
The company continues as one of 
quality and able management. 
The shares priced at around 14 
times earnings have good long 
term prospects. 


Westinghouse (47). As second 
largest producer of electrical 
equipment the company derived 
about 28% of total sales from 
consumer products, largely appli- 
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ances. Here, too, margins have 
been under pressure from lower 
prices received this year. How- 
ever, a very good first quarter 
will help this year, and unlike 
G. E., nine months net was ahead 
of last year ($1.71 per share vs. 
$1.59). Final 1960 earnings may 
equal last year’s $2.22, excluding 
a 1959 special credit of 21 cents. 
The shares continue to have long 
term potential. END 





The $78.5 Billion We Spent 
In Foreign Aid 





(Continued from page 237) 


should do all it can to convince 
the recipients of such aid that 
an explosive population if not 
checked, will cancel out all 
economic gains. 


Foreign Aid Efforts Should Be 
Concentrated, Not Dissipated 


The writer would also suggest 
that we should call our shots in 
the field of foreign aid, rather 
than spread what dollars are 
available thinly over a_ whole 
group of countries. Certain na- 
tions in the underdeveloped world 
are incomparably more impor- 
tant to us than others, and given 
an amount inadequate for all de- 
mands it is only sensible for us 
to concentrate these sums so as 
to have the greatest effect. India 
and Brazil would be two obvious 
candidates for preferred status, 
but beyond that a study should 
be made to ascertain just what is 
the strategic, political and eco- 
nomic importance to us of each 
of the present aid recipients. The 
results might be most instructive. 
Other nations should be encour- 
aged to join with the favored 
ones in economic groupings, so as 
to share in the aid, as well as 
creating larger markets for the 
free passage of goods, services, 
capital and manpower. 

Finally, it must be realized 
that foreign aid is a weapon in 
the cold war. It is one of the 
most effective weapons that we 
have available to us, and one 
which the Soviets cannot hope to 
match. We must use this aid as 
part of our strategy, in a much 
more systematic way than we 
have thus far. Nevertheless, even 
if we were to double or triple 
the amount of aid which we are 
now sending abroad, the effects 
would be negligible, if we do not 
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also demonstrate to the world 
that we are and will remain a 
strong, proud and hard-working 
people, worthy of respect, if not 
of love. Our policy-makers would 
lo well to study the history of 
British diplomacy during the 
nineteenth century. They would 
hen find that the British were 
not loved, and did not care to be 
loved. But they were respected, 
ind they kept that respect as 
long as they kept their own self- 
respect. END 





Buying Growth Stocks 
At This Stage 





(Continued from page 244) 


picture. Thus, while it is not 
clear whether the actual import 
of the new administration will 
be unfavorable, the burden of 
proof will be on the Democrats 
to show that they are not the 
party of anti-business. Until they 
actually demonstrate that busi- 
ness can thrive under their con- 
trol. investors may be less willing 
to pay high multiples of earnings 
than in the past. 

Thus the investor who chooses 
to completely ignore yvardsticks 
of value and attempts to buy 
stocks by “ear” may be sadly dis- 
appointed. However, as indicated 
by the few examples, there are 
many good values to be found 
throughout the list selling at 
price-earnings ratios which are 
reasonable by historical stand- 
ards. For those who persist in 
chasing the popular speculative 
favorites, nothing else can be said 
but “caveat emptor’—let the 
buyer beware! END 





Gauging The Business Outlook 
By Company Backlogs 





(Continued from page 231) 


able to continue operations at a 
profitable level until orders swing 
upward again. 

When this will occur is impos- 
sible to predict, but the heavy 
liquidation of inventories since 
the beginning of the year, coupled 
with a generally high level of 
sales, suggest that restocking is 
bound to begin soon. When it 
does, order backlogs will be 
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How Valid Is Yield 
as an 
Investment Factor? 


What happened this year in a de- 
clining market to the yield of 25 
stocks selected at random from the 
Big Board? ‘‘Yields—The Market 
and the Future”’ will give you a new 
insight into the merits of yield as a 
gauge for judging investments. 
Aware of Housewares’ Boom? 

How is color in kitchenware being 
reflected in our economy? What sig- 
nificant trends should the investor be 
alerted tointhe housewares business? 
A realistic forecast of this growing 
industry by Donald E. Noble, Presi- 
dent, Rubbermaid, Incorporated, is 
a special feature in the November 
issue of THE EXCHANGE Magazine. 
*‘Housewares— Retailing’s Liveliest 
Youngster” is exciting, informative 
reading. 


“Gold Stocks Grab Headlines”’ 
What chain reaction caused 9 stocks 
on the New York Stock Exchange to 
be among the most active issues the 
day after the London gold price 
soared? What were these stocks— 
and which of them hit new highs for 
the year on this day? The November 
EXCHANGE Magazine brings you the 
facts. 

Real Story of Security Credit 
You'll especially want to read the 
article written by authors of a new 
book titled, “Security Credit—Its 
Economic Role & Regulation.” This 
is a pioneering study of the history 
and functions of credit in the securi- 
ties market. Read about the many 
and varied uses of security loans, 
the role of the Federal Reserve, the 
economic effects of security credit. 
See what the authors think about 





the effects of margin requirements 
on the stock market. By Dr. Jules I. 
Bogen and Dr. Herman E. Krooss, 
professors at the Graduate School of 
Business Administration of New 
York University. 


Dividend Scoreboard 


Cash dividend payments during the 
first 9 months of 1960 by companies 
listed on the New York Stock Ex- 
change set a new peak for the 18th 
consecutive year. You'll find the re- 
port in this information-packed No- 
vember issue of THE EXCHANGE Mag- 
azine. You'll see which of the 25 in- 
dustrial groups made the largest 
percentage increases. What group 
showed the greatest percentage de- 
cline. You'll want to compare the 
percentage gain of dividends paid by 
companies listed on the Big Board 
with that of all corporations issuing 
reports. 


Vital Information You Can’t 
Buy on Newsstands 


You can get this magazine by sub- 
scription only. It is not for sale on 
newsstands. If you would like this 
November issue — and absorbing is- 
sues in the months ahead —just mail 
the l-year subscription coupon 
below. A subscription to THE EX- 
CHANGE Magazine would make an 
excellent Christmas gift—simply 
send us your gift list with names and 
addresses plus $1.50 for each 1-year 
subscription. Every one of the 12 
monthly issues of THE EXCHANGE 
Magazine is packed with useful in- 
vestment information. Why not send 
in your own and your gift subscrip- 
tions today? 
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PHELPS DODGE) 
CORPORATION 
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| 


The Board of Directors has 
declared a fourth-quarter divi- 
| dend of Seventy-five Cents (75¢) 
| per share on the capital stock of | 
this Corporation, payable De- 
cember 9, 1960 to stockholders 
of record November 18, 1960, 
making total dividends deciared 
for 1960 of Three Dollars ($3.00) 
per $12.50 par value share. 


M. W. URQUHART, 
Treasurer. 





November 2, 1960. 











RICHFIELD 


OILCORPORATION : 
dividend notice 


The Board of Directors has declared the 
regular quarterly dividend of seventy- 
five cents per share for the fourth 
quarter of 1960 and a special dividend 
of fifty cents per share on stock of this 
Corporation, both payable December 
15, 1960 to stockholders of record 
November 21, 1960. 
Norman F. Simmonds 


Secretary 
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among the first indicators to rise. 


The significance of such a turn 
can be fully appreciated only 
when it is realized that the down- 
trend in industrial production so 
far has been concentrated in iron 
and steel. Since the heavy indus- 
tries are big users of the output 
of the mills, even a mild rebound 
in ordering should trigger enough 
of an upturn in steel activity to 
reverse the decline in total pro- 
duction. The present situation 
may persist into the first and 
second quarters of 1961, but it is 
unlikely to go further. END 





For Profit and Income 





(Continued from page 249) 


Phillips Petroleum, Martin, North 
American Aviation and Texas In- 
struments. There was heavy sell- 
ing of Merck, International Paper 
and Montgomery Ward. Opinion 
on oils remained mixed, with a 
balance of buying in some, of 
selling in others. 





Significance Of The Election 





(Continued from page 222) 


but found World pressure forc- 
ing him to make the attempt 
without any advance agreement. 

Khrushchev can be expected to 
intensify the pressure for a Sum- 
mit, changing his tune from po- 
lite invitations to stern demands 
as time goes on. He will seek to 
convince the rest of the World 
that the United States, by re- 
fusing to agree to another futile 
Summit attempt, is resisting his 
efforts to lower tensions. 

Kennedy has pledged to stand 
as firm as Eisenhower did on Ber- 
lin and Germany. The problem 
will be how to do this and make 
it clear to the World that the 
American position is based on 
principle and is not—as the Reds 
will charge—obstruction of a 
solution. 

The new President must make 
an early decision on whether to 
try once more to negotiate a nu- 
clear test ban with the Russians 
—who still resist adequate inspec- 
tion arrangements to safeguard 
against small bootleg blasts—or 
resume the U.S. program of un- 
derground testing. 


He also must try to get stalled 
disarmament negotiations with 
the Communists going again. He 
cannot take an attitude differing 
very greatly from that of the Ei- 
senhower Administration, which 
found itself thwarted by the Reds’ 
refusal to agree to any kind of a 
police system to insure that the 
agreement was being kept. 


Dealing from Strength 

Kennedy appears to believe 
that the foregoing and all othe: 
negotiations with the Commu- 
nists will go better for the United 
States if the Administration is 
negotiating from a position of 
greater strength. For that reasor 
he is committed to increased de. 
fense expenditures. He may want 
to lay out the stepped up defens« 
program before he undertakes 
talks with the Communists. 

The question of national 
strength is one part of the “‘pres- 
tige’”’ issue upon which Kennedy 
hammered so hard during the 
campaign, holding that the United 
States was suffering continuing 
diminution of stature under the 
Republicans. 


The Campaign 


In retrospect, it is obvious that 
Nixon made two major campaign 
blunders which cost him enough 
votes to have won the close elec- 
tion. 

His first mistake was to agree 
to the series of televised debates 


with Kennedy, apparently on the | 


assumption that he could show 
the young Democratic candidate 
up as an immature political ad- 
venturer without any real grasp 
of issues. This gave Kennedy 
hours of free Television time, on 
a basis of equality with Nixon, 
and made the Massachusetts chal- 
lenger as well known nationally 
as Nixon had been. 

In addition, it soon became ap- 
parent that Kennedy was well 
able to hold his own in any con- 
frontation with Nixon. If anyone 
suffered by the comparison, it 
was Nixon. 

The second major mistake 
Nixon made was in falling into 
the trap Kennedy laid for him on 
the “prestige” issue. 

Nixon let Kennedy lay down 
all the ground rules on this one, 
never once demanding that “pres- 
tige” be defined or some effort 
be made to relate the word to 
power, influence, respect, fear or 

(Continued on page 264) 
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Let The Forecast Help You Towards 


Greater Security 


Ricur down the 115 point decline from January 
through September we advised an overall cash re- 
serve of 34%. We added no new stocks to our 66% 
invested position in 21 sound issues which showed 
huge long-term profits (including recent market 
leaders such as American Chicle, Reynolds Tobac- 
co, Pacific G. & E. among others). 


Thus subscribers avoided heavy losses incurred by 
many investors who bought near the top—and 
have funds for new opportunities at the right 
rice. 

And now — because we believe our Service will be 
most rewarding in the decisive period ahead, we 
invite your consideration of its strong advantages. 


Appraisal of Your Present Securities 


To help you to put your investment house in order 
looking to the period ahead—you may include 
with your subscription a list of the securities you 
own (12 at a time) for our personal report and ad- 
vice on—WHICH TO RETAIN—WHICH TO DIS- 
POSE OF—WHICH TO AVERAGE. If you are 
disturbed regarding any issues in your list, be sure 
to get expert opinion BEFORE you decide to sell 
—or to hold. 

This extremely valuable consultation service 
helped subscribers this year to save thousands of 
dollars by preventing hasty sale of sound issues 
while weeding out weaker stocks just before they 
declined 25%, 35% or more,..and is open to you 
without additional charge throughout your sub- 
scription... by first class, air mail, or telegraph 
collect. 


Our Selections of New Opportunities 


In coming issues of our private bulletin you will 
receive all our carefully selected and judiciously 
timed recommendations. We are now awaiting the 
right buying level for 3 special situations: 


- Income - and Profit 


Underpriced Growth Stock — 20% under its 1959 
high despite a 35% increase in net profits in year 
ended March 1960. Company occupies unique posi- 
tion in fast growing civilian and military fields 
and continues successful research with important 
new device for our space program. 


Special Opportunity in Long Established Company 
for 54.% yield plus appreciation—still in low 30's, 
this stock has not yet discounted the 38% increase 
in 1959 earnings, plus further gain in 1960. Com- 
pany is in important fields, soundly diversifying 
under imaginative management! 


Dynamic Defense-Space Stock— now in 20’s after 
stock split. Increased sales, dividend and 18% gain 
in first half net should spur appreciation. Com- 
pany holds substantial contracts and backlogs and 
just completed successful test of unique new craft. 


On every stock you buy on our bulletin advices— 
we tell you how long to hold—when to take profits 
—where and when to reinvest—when to keep cash. 


Each Week Our Private Bulletin: 

» Keeps you a step ahead on the market outlook, 
changes in defense spending, money rates, taxes 
and the trend of business at home and abroad... 
Firsthand reports from our capable Washington 
analyst interpret political and legislative action— 
most valuable with elections ahead. 

®& Our comments and exclusive indexes of the 46 
industrial stock groups indicate which are rising 
strongly—those starting to advance to decline. 
& Our Unique Graph measuring strength vs. weak- 
ness in stocks signalled the 1957 decline, the 1958- 
59 recovery and the 1960 setback. 


Subscribe now to secure all the advantages of our 
original research, broad facilities, special sources 
of information—backed by our organization’s 53 
years of successful experience! We feel sure you 
will find our advice most rewarding. 
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THE INVESMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street, 120 Wall Street, New York 5, N. Y. 


I enclose [| $125 for a year’s subscription—plus one month bonus 
© $75 for 6 month’ Service plus two weeks bonus 


ivery: () $7.80 six months: 


SPECIAL MAIL SERVICE ON BULLETINS 


0D $2.00 00 Telegraph me collect your Forecast rec- 

ommendations ... When to buy and 
when to sell . . . when to expand or con- 
tract my position. 
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initial analytical and advisory report. 
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(Continued from page 262) 
the various other components of 
the term. 

Instead, Nixon simply made 
the flat assertion that U.S. “pres- 
tige’”—whatever that was—had 
never been “higher,” while that 
of the Communists was never 












DIVIDEND NO. 84 
Hudson Bay Mining 
and Smelting Co., Limited 

A Dividend of seventy-five cents 
($.75) (Canadian) per share has been 
declared on the Capital Stock of this 
Company, payable December 19, 
1960, to shareholders of record at the 
close of business on November 18, 


1960. 
J. F. McCARTHY, Treasurer 


















lower. By letting himself become 
trapped in such an obviously un- 
supportable position, Nixon lost 
badly. The argument actually be- 
same irrelevant in much of the 
context. 

Some observers believe that the 
unprecedented use of television in 
the campaign, with emphasis on 
the man and his “image” rather 
than his political party, may have 
signalled the beginning of the end 
of the two-party system in this 
country. Whether this is true or 
not, new elements certainly were 
injected into the technique of 
campaigning. 

Kennedy's skillful campaign 
for the Presidency, beginning 
long before he actually entered 
the Democratic state primaries, 
probably will be studied for dec- 
ades as a model of how to go 
efficiently about the business of 
running for President in a well- 
organized manner. 

Now that the campaign is suc- 
cessful, Kennedy has his oppor- 
tunity to prove that he was the 
man the country needed to reach 
“new frontiers.” 


A glance at the complex foreign 
and domestic responsibilities he 
is assuming can have nothing but 
a sobering effect. END 





Answers to Inquiries . . . 





(Continued from page 255) 


tail outlets in Great Britain and 
West Germany. 

In the year 1959, sales increas- 
ed to $916,800,000 from $864,- 
600,000 in 1958. Earnings have 
shown marked stability in post- 
war years, with fluctuations very 
narrow. However, in the year 
1959, earnings increased to $4.03 
per share from $3.34 in 1958. 





BENEFICIAL FINANCE CO. 


126th CONSECUTIVE QUARTERLY 
COMMON STOCK CASH DIVIDEND 

The Board of Directors has declared cash dividends on 
Common Stock—$.25 per share 
5%Cumulative Preferred Stock 
Semi-annual—$1.25 per share 


payable December 31, 1960 to stockholders of record s | 
at the close of business December 9, 1960. se | 


BENEFICIAL 
Fan 


Over 1,200 offices in 
U. S., Canada and Engiand 
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Wm. E. Thompson 


Secretary 
November 3, 1960 





Last year, dividends received 
from foreign subsidiaries were 
substantially higher than in 1958 
and this accounted for the great- 
er part of the gain in earnings. 

In the first 6 months of this 
year, reported earnings increased 
to $1.60 per share from $1.44 a 
year ago. Although operating 
profits were somewhat lower, this 
was more than offset by higher 
dividends from the British sub- 
sidiary. With domestic sales in a | 
rising trend, indications point to | 
a moderate increase in earnings 
this year over the $4.03 per share 
reported for 1959. The annual 
dividend of $2.50 per share is well 
secured. 

At the current price of about 
69 the stock yields approximately 
3.6%. While this cannot be viewed | 
as a generous return, it is never- 
theless a well-assured yield. The 
current annual dividend has been 
paid each year without interrup- 
tion since 1949 and, as your stock 
was purchased at a substantially 
lower price, the return on your 
original investment is probably 
more than the current yield. END 








The Trend of Events 








(Continued from page 216) 


type of government, by putting 
Republicans in important posts, 
as would be customary abroad | 
under a parliamentary form of | 
government. His retention of | 
Allen Dulles, and the hint he has 
thrown out of special appoint- 
ments for top-ranking Republi- 
cans seem to point in that direc- 
tion. 

What the “deserving” Demo- 
crats would think of such a pro- 
cedure is another question. Ken- 
nedy’s announcement that he 
would make no firm decision on 
important posts or Cabinet ap- 
pointees until after Thanksgiv- 
ing, seems to indicate that he may | 
make his plans only after he has 
talked with Vice President-Elect 
Lyndon B. Johnson, who intends 
to be a strong man in this regime, 
and other top-ranking Democrats, 
who would be keenly disappoint- 
ed if their power was to be cur- 
tailed. 

The situation becomes increas- 
ingly interesting with every 
passing day.—Thursday, Novem- 
ber 10th. 
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Now is a strategic time to study your 


Investment Progress 


Vow is the time to take a “hard look” at 
the progress of your investments — in light 
of the advance of 130% in the general 
market since September 1953 — the gain of 
40% since October 1957, and the 17% de- 
cline in the first 9 months of 1960. 

Some investors who test their lists hon- 
estly find that their results have been im- 
paired by holding securities for unsound 
reasons: 

.. because they are averse to taking profits 
which incur taxes, even on overpriced 
issues — 

..-.- because they dislike taking a loss even 
in weak stocks — 

.. because they are worried over finding 
replacements — and often because they 
procrastinate. 

If you are not fully satisfied with your 
investment progress, may we suggest that 
you consider the strong protection and ad- 
vantages of Investment Management Ser- 
vice, which has earned the renewal of 
practical minded clients for 10, 15, 20 years 
and longer. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, 
diversification, enhancement probabilities— 
today’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous 
Revisions: 


Definite counsel is given on each issue in 
your account ... advising retention of those 
most attractive for income and growth ... 
preventing sale of those now thoroughly 
liquidated and likely to improve. We will 
point out unfavorable or overpriced securi- 
ties and make substitute recommendations 
in companies with unusually promising 1960 
prospects and longer term profit potentials. 


Close Continuous Supervision of 
All Holdings: 


Thereafter—your securities are held un- 
der the constant observation of a trained, 
experienced Account Executive. Working 
closely with the Directing Board, he takes 
the initiative in advising you continuously 
as to the position of your holdings. It is 
never necessary for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are 
given, together with counsel as to the prices 
at which to act. Alert counsel by first class 
mail or air mail and by telegraph relieves 
you of any doubt concerning your invest- 
ments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts 
and original research sometimes offer you 
aid not obtainable elsewhere—to help you 
to save—to make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability. (Our annual fee is al- 
lowed as a deduction from your income for 
Federal Income Tax purposes, considerably 
reducing the net cost to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enroll- 
ment you receive our audit of the progress 
of your account showing just how it has 
grown in value and the amounts of income 
it has produced for you. 








J, investors with $40,000 or more we shall be glad to send full information on Invest- 
ment Management Service. Our annual fee is based on the current value of the securities 
and cash to be supervised—so if you will tell us the present worth of your holdings or list 
them for our evaluation—we shall quote an exact fee—and answer any questions as to 


how our counsel can benefit you. 
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Power for a fighting fish... 


The atomic submarine U. S. S. Triton, whose underwater 
global voyage recently made naval history, is equipped with 
Anaconda nuclear reactor cable which provides for the 
critical functions of power supply, position indication and 
temperature control. Developed in cooperation with United 
States Navy engineers, similar cable serves aboard all of 
the nuclear submarines thus far built in this country. In 
addition, uranium serves as the life-power of these man- 
made fishes—power enough to propel the Triton approxi- 
mately 60,000 miles without refueling! Today, Anaconda 
is the nation’s largest producer of uranium oxide concen- 
trate, from which this super-fuel is made. 

But nuclear energy has other vitally important applica- 
tions, notably for peaceful purposes. Uranium concentrate, 
product of Anaconda’s uranium ore-processing, is com- 
pressed into tiny ceramic pellets, each not much larger than 
an aspirin tablet. The energy from one such pellet could run 
a TV set for almost a year. Two dozen would furnish as 
much electricity as'an average home would use in three 


years. And it’s happening now! At Shippingport, Pennsy]l- 
vania, the Duquesne Light Company’s remarkable power 
generating plant utilizes a million of these pellets in a pace- 
setting operation which creates a bright pattern for the 
future. In the meantime, uranium makes life safer for most 
of us through radioisotopes which contribute much towards 


better products, better health, and which may help to pro-. 


vide better food. 

Through its millions of tons of uranium ore reserves, 
through new copper sources such as the new El Salvador 
Mine in Chile, and through constant product research and 
development, Anaconda serves the nation in peace—and in 
the pursuit of peace. 
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